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PREFACE 


The  object  of  this  book  is  to  provide  for  the  intelligent 
citizen — including  the  large  inarticuiaie  public,  as  well  as  the 
student,  the  publicist,  the  legislator,  the  business  man,  the 
ilupper,  and  the  railroad  security  holder,  executive,  and  em- 
pkyee — an  analysis  of  the  American  railroad  problem  as  it 
presents  itself  to-day.  Of  all  the  great  current  social  and  eco- 
oomic  questions,  it  is  doubtful  whether  any  domestic  prob- 
km  is  as  significant  or  far-reaching,  from  the  standpoint 
of  the  general  welfare,  as  the  problem  of  the  railroads.  Not 
ooly  is  cvcr>-  cititcn  vitally  concerned  in  its  satisfactory  adjust- 
Bomt,  but  the  degree  of  success  which  crowns  the  joint  efforts 
of  private  enterprise  and  goveniment  activity  in  its  solution 
•ill  constitute  the  most  convincing  lest  of  the  efficacy  of  our 
democratic  institutions  in  meeting  the  dominant  tasks  of  this 
paerstiofk  At  ever>-  point,  therefore,  the  essential  issues 
nasi  be  conceived  in  terms  of  their  public  bearing,  and  each 
naxtire  designed  to  adjust  conflicting  claims  must  be  a«se«scd 
with  reference  to  the  common  good.  A  great  complexity  of 
■ttrests  is  involved.  Ei.-en  when  reduced  to  most  general 
categories,  they  comprehend  those  of  the  users  of  the  ttans- 
poTUtion  service,  of  the  owners  of  the  railroad  properties,  and 
the  employees  cnpagcd  in  the  performance  of  transportation 
While  each  of  these  intcrcst-s  must  be  adeciuatcly  safc- 
fiuarded,  the  public  stake  in  the  proper  functioning  of  the  trans- 
portation industry  transcends  them  all.  "Justice,"  once  wrote 
Don  Roscoe  Pound,  "is  the  ideal  compromise  lictwcen  the  activ- 
sies  of  each  and  the  activities  of  all  in  a  crowded  world."  A 
JDK  solution  of  the  railroad  problem  involves  a  nice  balancing  of 
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all  ]e{|;itiniate  interests,  rather  than  the  mere  recognition 
diverse  interests,  each  entitled  to  prtKccute  its  own  ends  with 
c<)ual  freedom — the  virtual  acci-ptancc  of  the  Spencerian  for- 
mula of  "the  liberty  of  each  limited  only  by  the  like  liberties  of 
all."  The  railroad  problem  must  be  treated  in  its  every  aspect 
as  a  public  problem. 

The  difficulties  involved  in  this  problem  are  neither  new 
nor  transient.  From  the  very  beginning  of  railroad  transporta- 
tion in  ihc  United  States  the  American  people  have  found  them- 
selves compelled  to  adopt  a  distinct  public  attitude  toward  the 
railroads.  This  attitude  has  varied,  in  different  periods  and 
with  reference  to  different  elements  of  the  problem,  from  a 
policy  of  helpfulness  to  one  of  repressive  regulation ;  but  the 
necessity  of  intimate  public  concern  in  the  status  of  the  railroads 
has  always  been  recognized.  It  is  impossible  to  understand  the 
post-war  railroad  situation  without  an  understanding  of  its 
historical  antecedents.  Kcccnt  railroad  experience,  particu- 
larly since  the  outbreak  of  the  Great  War.  is  deserving  of  spe- 
cial consideration.  Transportation  difficulties  were  dramatic- 
ally accentuated  by  the  imposition  of  exiiaonlinary  war  burdens 
upon  the  carriers;  and  ihe  war-time  administration  of  the  rail- 
roads, both  tliroufih  voluntary  private  cooperation  and  through 
Federal  Control,  involved  many  striking  deparlure-S  from 
traditional  methods,  in  operating  practice  as  well  as  in  public 
policy.  A  just  evaluation  of  the  significance  of  the  war  period 
necessitates  an  impartial  consideration  of  the  outstanding  facts 
of  the  experience.  The  current  interpretations  which  arc  based 
upon  a  priori  dogmas,  whetlier  prejudicial  to  the  efficacy  of 
private  enterprise  or  of  governmental  effort,  must  yield  to 
the  reasoned  conclusions  which  spring  from  objective  investi- 
gation and  rational  analysis.  Only  through  stich  an  approach 
can  the  essentials  of  constructive  policy  be  soundly  determined, 
and  the  adequacy  and  permanence  of  the  existing  railroad  ad- 
justment intelligently  appraised.  It  is  lo  be  recogniied,  finally, 
that  the  problem  of  railroad  relationships  is  a  highly  complex 
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flMT'and  that  no  mere  social  doctrine  or  simplf  adminbtntive 
device  can  be  rcijcd  upon  to  provide  an  automatic  solution. 
Neither  reversion  to  "the  vigorous  individualism  of  the  old 
days,"  nor  acceptance  of  "the  tenets  of  forward-looking  liberal- 
isn"  can  in  itself  solve  the  American  railroad  problem.  The 
reiattve  merits  of  public  operation  and  private  management, 
and  the  effectiveness  of  the  traditional  regulative  approach  in 
matters  of  service,  rates,  credit,  capitalization,  financial  return, 
and  labor  relationships  must  receive  detailed  examination ;  and 
the  essentia]  facts  in  each  of  these  6cld.i  must  be  interpreted 
in  the  light  of  the  influence  of  the  organic  needs  of  our  dynamic 
todustrial  institutions,  of  the  inhibitions  of  the  prevailing  social 
pqrcbotogy,  and  of  the  dictates  of  the  dominant  political 
fbloeophy. 

It  is  a  pleasure  to  record  grateful  acknowledgment  of 
indeblcdncss  to  Mr.  H.  L.  Caverly,  my  colleague  in  the  Dcpart- 
ntM  of  Economics  at  the  University  of  Michigan,  for  valuable 
aatstance  in  the  preparation  of  this  work.  His  painstaking 
lod  tnielli^nt  etTons  have  oontributed  substantially  to  what- 
tfcriDenl  ttiis  study  may  possess. 

Aim  Atbor,  M«y  16, 1931. 
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RECONSTBUCnON  AND  THE  SAIUtOADS 

The  Great  War  marks  the  bcginnif^  of  an  important  epoch 
ia  ihe  history  of  Amencan  railroads.  Whether  attenrion  is 
looiscd  upon  the  deficiencies  of  our  transportation  system 
trailer  private  management  and  government  regulation  prior  to 
the  war,  the  unprecedented  magnitude  of  the  transportation 
laA  during  the  war  period,  ihe  heroic  effort<  of  the  railroads 
to  meet  the  war  crisis  through  voluntary  cooperation,  the  aims 
aod  achievements  of  Federal  Control,  the  wide-spread  discus- 
son  of  railroad  reconstruction  policies  during  the  year  follow- 
hgjjae  armistice,  or  upon  the  character  of  the  actual  railroad 
adjustment  resulting  from  the  Transportation  Act  of  [920^ 
whatever  phase  of  the  problem  arre<its  primary  interest — 
American  railroad  experience  since  1914  presents  a  striking 
and  stimulating  chapter  in  the  economic  history  of  this  country. 
There  has  been  an  intimate  redproca]  relationship  between  the 
war  and  the  railroads.  The  railroads  rendered  3n  indisi>ensable 
service  m  Ihe  prosecution  of  the  war ;  and  the  war  exerted  a 
rital  influence  upon  the  internal  organization  and  management 
of  the  railroads  and  upon  their  relationship  to  the  community. 
Since  1914  our  system  of  railroad  transportation  has  been  sub- 
jected  to  many  forces  and  has  absorbed  many  elements  calcu- 
lated to  transform  both  its  operating  structure  and  iu  public 
status. 

Wc  had  more  than  two  years  of  experience  with  public 
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operation,  through  ih<r  Federal  Government,  of  our  privately 
owned  railroad  net.'  'On  December  26.  1917,  President  Wilson, 
by  public  prp^laiiaaiion.  "took  possession  and  assumed  control" 
of  praclic^Ify  tlic  entire  transportation  system  ol  the  United 
States.  .This  assumption  o£  I-ederal  Control  was  rendered  im- 
perative beV^use  of  the  fireat  burdens  placed  upon  the  roads 
as  a  result  of  our  participai ion  !n  the  war,  and  because  of  the 
ij(!jjarent  inability  of  the  carriers,  ovni  under  a  rt^ime  of  exten- 
sive' voluntary  cooperation,  to  bear  these  burdens  adequately. 
The  policy  of  public  operation  was  explicitly  adopted  as  a  war  M 
measure.  The  Act  of  March  21.  1918,  under  the  provisions  V 
of  which  the  railronds  were  operated  during  the  twenty-six 
monlhs  of  Federal  Control,  was  "expressly  declared  to  be 
emergency  legislation  enacted  to  meet  conditions  growing;  out 
of  the  war."  By  the  terms  of  this  Act,  Federal  Control  was 
to  terminate  within  twenty-one  months  after  the  conclusion  0 
peace. 

In  fact,  however,  the  roads  were  returned  to  their  owners 
prior  to  the  formal  proclamation  of  peace  between  the  United 
States  and  the  Cetitral  Powers.  As  early  as  May  20,  1919, 
President  Wilson,  in  his  message  to  Congress,  atmounced  tliat 
"the  railroads  will  be  returned  to  their  owners  at  the  end  of 
the  calendar  year."  By  iliat  time  it  was  expected  that  our 
military  establishment  would  be  completely  demobilized,  and 
tliat  for  most  practical  purposes,  at  least  as  far  as  transports* 
tion  needs  were  concented,  the  United  States  would  be  on  a 
peace  footing.  This  decision  was  reached  by  the  President  in 
spite  of  llie  recominendalion  of  both  Director-General  McAdoo 
and  Director-General  Mines  that  Federal  Control  be  extended 
for  a  period  of  five  >-ears — to  January  i,  1924 — in  order  that 
government  operation  might  be  tested  under  normal  peace  con- 
ditions, and  in  order  that  .sufficient  time  might  be  available  for 
the  enactment  of  constructive  railroad  legislation.  The  weight 
of  public  opinion  was  oppo.'ied  to  the  continuation  of  Federal 
Control,  and  the  President's  announcement  received  general 
approvgl. 
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Bat  the  impending  tefminwion  of  Federal  Control  necessi- 
iited  far-reaching  Ic^slative  action.  The  tadc  o(  (ormalattng 
<ach  legislation — involving  not  merdy  the  creation,  if  possible, 
of  a  national  transportation  system,  but  a  difficult  adjustment 
between  private  rigln;*  and  public  inleresl^iiroved  more  for- 
midable than  was  anticipated.  'Itic  return  of  the  roads  was 
therefore  posljiOTied  to  March  t.  1920.  In  the  meantime  the 
nany  plans  for  solving  the  railroad  problem  thnt  )ia<l  emerged 
(mm  prolonged  Congressional  hearings,  sustained  public  dis- 
assaon,  and  numerous  le^siative  bills,  took  definite  shape  in 
ihc  Esch-Cummins  Act.  which  became  bw,  through  the  Prcsi- 
iknl's  signature,  on  February  28,  tgao.  This  Transportation 
Act  of  19^0,  together  with  the  ori|^nal  Act  to  Rebate  Com- 
nerc«  and  its  suj^ements  and  ameiKlmenis,  as  applied  by  the 
[nlcfstatc  Commerce  Commission  and  as  interpreted  by  the 
courts,  constitutes  tfie  basis  and  general  framework  of  our 
present  system  of  government  regulation  of  railroads  under 
fiii'ate  ownership  and  operation. 

Federal  railroad  control  came  to  an  end  Mardi  i,  1920.  The 
tnTnly-six  months  of  its  duration  provides  an  interesting 
liertDd  for  inlennivc  study.  Its  primary  significance  lies  in 
the  aims  and  achievements  of  Federal  Control  as  a  war  measure. 
To  an  incomparably  larger  extent  llian  in  any  armed  conflict 
of  modem  times,  v-ictory  or  defeat  in  the  Great  War  was  de- 
pendent upon  the  fullest  mobilization  of  economic  resources 
and  their  effective  application  to  military  ends.  In  our  present 
lodnstrial  society,  with  its  specialization  of  funclion  and  minute 
aibdivisian  of  tasks,  with  its  machine  process  and  large-scale 
oiterprise,  with  its  localization  of  industry  and  territorial  divi- 
aoo  of  labor,  the  provision  and  maintenance  of  adequate  trans- 
pwtaiion  service  and  facilities,  operated  eOiciently  and  adjusted 
10  the  demands  of  public  welfare.  comtJtule  an  indispensable 
csiiditioa  for  the  successful  functioning  of  the  productive 
process.  The  economic  tasks  of  the  war,  therefore,  were 
mextricably  merged  with  the  problem  of  securing  effective 
rewlls  in  tlie  transportation  industry;  and  Ihc  Government's 
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administration  of  the  railroads  became  one  of  the  most  impor- 
tant of  its  war  activities.  The  history  of  the  American  war 
effort  cannot  be  written  adeqiiatel)'  without  a  careful  examina- 
tion of  the  character  of  the  task  which  confronted  the  railroads, 
and  of  tlic  intelligence  and  effectiveness  with  which  this  task 
was  met  under  Federal  Control.  While  wc  are  loo  near  the 
great  events  to  have  the  necessary  perspective  for  definitive 
judgment  as  to  the  success  or  failure  of  the  undertaking — or, 
what  is  moi^  difficult,  for  evaluating  with  confidence  the  vari- 
ous aspects  of  tlie  government  effort — the  actual  experience 
has  been  concluded  and  the  immediate  results  are  available.  A 
general  survey  of  the  aims  and  achievements  of  the  United 
States  Railroad  Administration  may  well  be  made.  We  can 
describe  the  nature  of  the  emergency  that  led  to  government 
operation  of  the  railroads,  discover  the  more  fundamental 
causes  of  Federal  Control,  disclose  the  dominant  purposes 
of  the  Railroad  Administration,  trace  the  development  of  the 
machinery  of  government  control,  and  analyze  the  results  of 
the  undertaking.  From  such  a  survey  the  great  significance  of 
Federal  Control  as  a  war  measure  will  readily  appear. 

But  our  war  experience  with  government  railroad  operation 
is  not  an  isolated  episode  in  American  railroad  history.  Its 
routs  must  be  found  in  the  system  of  private  management  and 
public  regulation  prior  to  1914.  Its  efTects  are  reflected  in  the 
nature  of  Ihe  present  readjustment  of  the  relationship  between 
the  railroads  and  the  public.  Botli  the  pre-war  status  of  the 
railroads  and  their  war  administration  have  projected  thein- 
sdves,  through  their  defects  as  well  as  their  merits,  ii:to  the 
formulation  of  future  railroad  policy.  They  constitute  the 
effective  cause  and  ttie  immediate  basis  of  the  reorganization  of 
the  American  system  of  railroad  regulation  incorporated  in  the 
Transportation  Act  of  1920.  Moreover,  this  reorganisation 
is  but  one  aspect  of  the  reconstructive  process  through  which 
our  entire  economic  structure  and  relationships  are  now  parsing. 
It  is  but  one  clement  in  the  larger  program  of  economic  recon- 
structJoa. 
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War  and  reconstruction  are  inseparable.  The  conclusion  of 
every  great  war  marks  the  beginning  of  a  period  of  reconstruc- 
tion. The  chief  justificalion  of  the  recent  world  struggle,  in  the 
eyts  of  the  large  mass  of  mankind,  must  be  found  in  the  new 
world  order  which  was  to  emerge  from  the  triumph  .of  demo- 
cratic ideals.  The  current  readjustments  in  economic  and 
political  relationshipis.  howei>'cr  inadequate  they  may  prove  to 
be,  because  of  the  persistent  domination  of  establislied  power 
nd  the  continued  subordination  of  legitimate  interests,  must 
none  the  kss  be  viewed  from  the  standpoint  of  fundamental 
foiposes,  and  must  be  tested  by  the  needs  of  a  dynamic,  com- 
plex, h^hly  industrialtxed  society.  The  world  is  weary  of  war 
ad  chaos ;  ttic  current  yearning  for  peace  and  stability  is  widc- 
iprtad  and  deep-rooted.  Makeshift  and  compromise  may  be 
ibe  inevitable  tools  of  the  immediate  present ;  but  the  hope  of 
more  fundamental  cltange,  and  even  the  willingness  to  struggle 
for  its  attainment  through  sacrifice,  arc  not  cntirdy  subnicrgcd. 
Every  important  pri>gram  of  international  reorgani):ation  and 
of  dcimc<itic  rcadjustmcm,  however  feeble  in  its  inception,  must 
be  conceived  in  the  light  of  irresistible  reconstructive  processes. 

The  anention  o(  the  world  has  been  centered  primarily  upon 
polhica]  reconsi  ruction.  Problems  of  international  reorganiia- 
boD  received  foremost  consideration  both  in  the  course  of  the 
nr  and  in  the  negotiations  for  peace.  The  establishment  of 
Kw  Enropean  stales  and  the  fate  of  the  League  of  Nations, 
tecausc  they  formed  the  chief  subject-matter  of  tlie  formal 
iCHJenient  and  because  they  served,  dramatically,  as  concrete 
mdeoces  of  the  new  world  order,  gripped  the  minds  of  men  so 
(onipletely  that  tlie  concept  of  reconstruction,  in  many  qttartcrs, 
WIS  confined  within  the  limits  of  a  very  narrow  horizon.  The 
orw  nadonah'.<un  and  the  new  internationalism,  subtly  and  somc- 
nmes  paradoxically  wedded,  came  to  be  the  twin  goal  of  aspira- 
ticn  and  effort. 

Bui  political  reconstnicticm  cannot  be  divorced  from  eco* 
mnic  reconstruction.  Every  mtcmational  conflict,  because  it 
it>  struggle  between  slates,  assumes  a  predominantly  political 
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a^iect,  and  the  territorial  and  governmental  readjustments 
which  genemUy  follow  come  to  be  looked  upon  as  the  disUnciive 
fniit*  of  ihe  stroCT'*-  ^"i  one  need  not  be  steeped  in  the  faith 
of  economic  detenntnisni  to  perceive  the  large  influence  of 
economic  rivalries  upon  modem  war.  The  Great  War  can 
certainly  be  traced,  in  large  measure,  to  economic  causes ;  and 
the  economic  and  financial  provisions  of  the  Treat)-  of  Peace 
are  among  tlte  nwst  important  and  ntost  controversial  elements 
of  the  settlement.  However  unwise  these  economic  arrange- 
menis  nay  appear,  ihey  disclose  clearly  that  tlie  necessity  of 
some  sort  of  economic  reconstruction  as  a  basis  of  future  world 
development  was  keenly  api>reciaied  by  those  charged  wiih  the 
taste  of  rehabilitating  the  shattered  structure  of  European 
civilisation. 

But  international  economic  readjustment  was  largely  depend- 
ent upon  economic  recon.strunion  in  the  domestic  affairs  of 
the  great  powers.  A  surging  unrest  among  the  world  masses 
was  groptng  (or  articulation.  In  ea.«em  Europe,  and  particu- 
larly  in  Russia,  political  re\'oIution  was  accompanied  by  an 
industrial  philosopliy  and  an  upheaval  in  economic  relations 
threatening  the  very  foundations  of  modem  capitalism.  The 
spread  of  bolshevistic  doctrine  and  the  growing  strength  of 
communist  opinion  loomed  as  a  real  menace  in  every  capital 
of  Europe ;  and  even  America  was  not  free  from  these  infhi- 
ences.  nor  from  the  fear  of  their  conse(|Ucncc3.  Economic 
reconstruction  came  to  be  regarded  as  a  necessary  means  of 
saft^arding  the  essential  institutions  of  the  established  world 
order,  no  less  than  as  an  aspiration  of  a  reawakened  public 
conscience.  The  elimination  of  political  autocracy  wouhl  con- 
stitute but  a  partial  basis  for  durable  peace  and  for  the  triumph 
of  democratic  ideals;  the  extension  an<l  purification  of  political 
democracy  must  be  accompanied  by  Ihe  establishn>ent  of  indus- 
trial democracy.  So  ran  a  substamial.  if  not  a  dominant,  current 
of  public  opinion  as  the  siate^tnien  of  the  world  set  their  ener- 
gies to  the  task  of  formulating  the  peace  settlement.  As  a 
result,  these  aspirations  were  foreshadowed  in  scattering  pro- 
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^TOiotB  of  the  trtaty.  and  more  especially  in  the  labor  sections 
of  the  Covenant  of  the  League  of  Nations. 

But  in  a  world  dominated  in  rts  institutional  arrangements 
md  in  its  intellectual  outlook  by  the  conception  of  national 
sovereignty,  in  spite  of  its  strivir^  for  international  cooperation, 
Kieial  2nd  economic  reform  must  necessarily  be  initiated  and 
I  developed,  both  as  to  goal  and  as  to  machiner)'  for  enforce- 
ment, by  the  mandates  of  the  domestic  forum  and  by  the 
fnnctioaing  of  established  governmental  agencies  in  the  various 
Kates.  The  scope  and  character  of  the  r«coRstnictive  process, 
in  its  economic  aspects,  can  be  gathered  chiefly,  therefore, 
toough  an  examinittiim  of  concrete  measiirei  of  domestic  pol- 
Our  task  is  limited,  in  tlicsc  pages,  to  the  situation  in  the 
ited  States;  it  is  limited,  further,  to  one  aspect  of  economic 
iction.  We  seek  to  examine  the  rdation^ip  of  the 
Ited  railroad  problem  in  the  United  States  to  the  larger 
program  of  economic  reorganization,  to  jtnal)-xe  the  essential 
dements  of  sound  rcconstnictive  policy  with  regard  to  the 
railroads,  and  to  discover  how  far  tlie  actual  current  railroad 
idiostmenls  fulfil  American  needs. 

It  is  a  comnwnplace  that  the  problem  of  reconstruction 
involves  two  distinct  tasits — one,  tangible  and  material;  the 
other,  somewhat  intangible  and  dealing  with  social  and  economic 
r^tionships.  In  its  primary  sense,  reconstruction  suggests 
pinrsicsl  restoration.  War  is  a  destructive  enterprise ;  it  leads 
to  devastation.  I  lomcs  are  razed,  factories  arc  shattered,  af^ri- 
nltuml  lands  are  sown  with  iron  and  sted,  arban  communities 
irc  disorganized,  railways  and  bridges  arc  demolished.  De^tnic- 
lion  of  property,  as  of  human  life,  serves  as  an  efTecth-e  tool 
of  military  efTorl,  and  both  consumable  wealth  and  productive 
nacfiinerj-  become  substantially  depleted.  With  peace,  there- 
fore, must  oome  [ihysical  rehabilitation,  if  the  processes  of 
mmnal  life  are  to  be  restored.  Tlie  work  of  tearing  down 
Dmst  be  .luccccded  b)-  tlve  task  of  building  up. 

cctJnoniic  reconstruction  possesses  a  more  fundamental 
ficancc.      It    involves  social  and  industrial   relationships, 
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and  not  merely  phyucal  things.  Ii  aims  to  eiTectuate  the  newer 
ideals  bom  of  th«  war  or  emphasized  by  the  stniggtc.  It  seeks 
so  to  reconstitute  the  (oundalions  of  our  social  and  economic 
order  as  to  realize  the  promise  of  democracy.  This  aspect  of 
reconstruction  involves  a  determination  of  the  future  structure 
of  organized  society,  particularly  with  respect  to  its  economic 
arrangements.  It  does  not,  however,  necessarily  lead  to  revo- 
lutionary change  or  radical  readjustment.  The  machinery  of 
social  control  is  but  a  means  to  an  end,  and  not  an  end  in  ilself. 
Whether,  for  example,  modem  capitalism  in  its  essential  char- 
acter shall  be  allowed  to  persist  in  tlic  new  world  is  largely  a 
({uestion  of  jiidgmcrt  and  expediency,  based  upon  a  recognition 
of  the  present  state  of  human  progress  and  upon  an  intelligent 
understanding  of  the  historical  development  of  our  industrial 
institutions.  But  it  is  a  cardinal  puq)ose  of  sound  rccon- 
stTOCtivc  policy  to  cleanse  the  community  of  the  many  excres- 
cences arising  out  of  the  rapid  growth  of  modern  capitalism. 
In  like  manner,  every  measure  of  social  or  economic  reform, 
however  controversial  the  (juestion  as  to  the  expediency  of  its 
adoption,  must  be  directed  to  the  fulfilment  of  the  prevailing 
aspirations  of  societ>'  as  a  whole ;  but  their  adequacy  as  mere 
devices  or  arrangements  or  machinery  of  social  control  will 
depend  upon  the  dictates  of  practical  insight  and  human  expe- 
ricnce.  Thus  the  continuation  of  the  fundamental  institutions 
of  private  property  and  frei-tlom  of  contract  is  not  necessarily 
antagonistic  to  the  adoption  of  a  most  vigorous  policy  of  eco- 
nomic reconstruction ;  provided  private  property  and  freedom 
of  contract  arc  regarded  as  mere  tools  for  the  attainment  of 
social  welfare,  and  not  as  "natur,il"  rights  so  sanctified  by  usage 
as  to  be  immune  to  the  modifications  of  a  dynamic  world. 
A.<t  tools  of  social  control  they  may  be  so  molded  as  to  achieve 
the  goal  of  democratic  aspiration ;  and  so  conceived,  their 
preservation — in  their  essential  diaracteristics,  and  not  with 
their  fortuitous  and  historical  qualities — commands  the  ap- 
prova]  of  the  dominant  jucigment  of  lil)cral  ihoughl.  It  is  tlic 
acceptance  of  these  institutions  as  ends  in  themselves,  and 
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therefore  presurnirtntly  exempt  from  limitation  or  restriction. 
that  makes  for  the  ruthless  disregard  of  the  demands  of  a 
diu^itg  social  order.  Tlie  individualistic  philosophy  of  the 
eighteenth  centurj'  cannot  be  harmonized  with  the  socialized 
thought  of  the  twentieth  century.  And  tlie  Great  War  has 
accentuated  the  established  trend  toward  the  socialization  of 
hmnan  relalionships  and  of  the  legal  framework  by  whidi  the 
[octtcal  consequences  of  these  relationships  are  so  largely 
(Jetermuied. 

EooDomic  rcconstmction  as  such,  therefore,  must  first  be 
amcdvcd  in  terms  of  function  and  not  of  concrete  policy. 
We  may  then  addres:i  ourM^ves  to  a  determination  of  the  essen- 
tiil  elements  of  reconstructive  policy  in  the  particular  field  of 
our  s{)ecial  interest.  In  Iliis  second  stage  tlw  task  becomes  an 
aninenlly  practical  one.  It  involves  an  anal}'sis  of  principles 
ind  an  evaluation  of  concrete  measures.  It  Icacbi  to  ihe  formti- 
htkia  of  a  program  and  the  execution  of  its  terms.  Sudi  is  the 
ptKess  in  the  actual  development  of  each  a.ipect  of  economic 
tcconMrudion.  We  are  concerned  with  tlie  problem  of  rail- 
tosid  transportation,  and  we  shall  proceed  to  examine  the  rela- 
liOQdttp  between  economic  reconstruction  and  the  railroads. 


Upon  the  termination  of  Federal  Control,  American  railroads 
*erc  oonfronled,  in  the  first  place,  with  the  task  of  physical 
■VBOOOstruction."  Although  the  United  States  escaped  from 
ikaaual  destruction  to  which  tlic  chief  belligerent  countries  of 
Europe  had  been  subjected,  the  need  for  such  "reconstruction" 
ns  none  the  less  real  and  urgent.  It  did  not  involve  the  ncces- 
aiy  of  rebuilding  or  replacing  the  transportation  system  in  any 
jiibsUntial  measure — providing  new  road-beds,  new  tracks, 
Kw  ttaltons,  and  new  equipment  in  lieu  of  the  facilities  that 
bd  been  denKdishcd  in  actual  warfare  or  surrendered  by  way 
ol  reparation— 'but  it  did  manifest  itself  in  a  wide-spread  de- 
tond  for  such  development  of  the  mechanism  of  the  railroad 
u  would  enable  our  tran&iKirtation  system  (o  function  efTec- 
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tivdy  in  carrying  ihc  traffic  burden  of  the  American  industrial 
structure. 

For  about  two  deoKics  before  the  imtbrcalc  of  the  Great  War 
this  traffic  burden  had  been  steadily  out:itripping  the  growth 
of  railroad  plant  and  (xjui^iwnt ;  and  this  situation  was  further 
aggravated  by  the  exigencies  of  war  condition:^.  Many  factors 
contributed  to  the  result.  Tlie  current  physicaJ  inadequacy 
of  our  railroad  system  can  be  traced  to  the  misdeeds  of  the 
railroads  themselves,  to  the  defects  of  the  system  of  raUroail 
regulation,  to  the  extraordinary  strain  of  war  operation.  The 
impairment  of  railway  credit  is  generally  cited  as  tlte  fun<]a- 
mental  cause;  but  the  difficulty  of  attracting  an  adequate  flow 
of  capital  into  the  railroad  industry  is  itself  a  consequence  both 
of  fmandal  tooscncss  on  the  part  of  many  of  the  railroad  cor- 
porations and  of  unduly  restrictive  r^te  policies  on  the  port  of 
the  regulatory  agencies.  The  intensive  utilization  of  railroad 
equipment  and  facilities  in  the  course  of  the  war,  with  its 
inevitable  accompaniment  of  neglected  maintenance  and  re- 
newals, and  the  almost  insuperable  obstacles  to  expansion  of 
nulroad  plant  under  tlie  pressure  of  war  activity,  further  ac 
centuated  the  inability  of  the  roads  to  render  adequate  trans- 
portation service,  and  emphasized  the  necessity  of  large  in- 
creases in  railroad  capital  investment.  As  a  result,  then,  botli 
of  pre-war  conditions  and  of  the  war  experience,  the  initial 
task  that  faced  the  railroads  upon  their  return  to  private  opera- 
tion was  the  problem  of  constructing  new  mileage,  providing 
additional  trackage,  increasing  rolling-stuck,  improWt^  termi- 
nal facilities.  Economic  recon«niction  in  its  primary  sense,  as 
applied  to  the  railroads,  manifested  itself  in  extensive  physical 
and  financial  needs. 

A  brief  recital  of  a  few  striking  f.icts  wilt  indicate  the 
of  these  net<1s.  During  the  two  decades  preceding  the 
period,  the  American  industrial  structure  expanded  \Try  rap- 
idly. A  clear  indi-x  of  this  expansion  can  be  found  in  the 
growth  of  railroad  traffic.  In  i8gs  the  total  ton  mileage  of 
revenue  freight  hauled  by  American  railroads  was  85.2  bJI- 
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>;  by  1905  this  ton  mileage  had  grown  to  186.5  billions,  an 
rcasc  of  approximately  118  per  cent.  Between  1906  and 
^16  there  was  an  additional  increase  in  freight  traffic  of  about 
cent.,  the  ton  mileage  moumint;  from  215.9  billions  to 
•o  343-4  billions  for  the  fiscal  year  1916,  The  growth  of 
igcr  mileage,  while  less  important  perhaps,  was  equally 
linking.  Between  1895  and  1905  the  in<rea.*e  was  more  tlan 
9S  per  cent.,  rising  from  13.2  billions  to  23^  billions;  and  be- 
tween 1906  and  1916  tliere  was  an  additional  increase  of  over 
J5  per  cent,  in  passenger  trafHc,  the  mileage  reaching  34.3 
biDions  in  1916,  as  compared  with  25.2  billions  in  1906,  Then 
lame  the  intensive  pressure  of  the  war  period,  and  unprece- 
dented peak  loads  were  imposed  upon  the  railro-id  net.  The 
growth  of  freight  traffic  was  reflected  in  a  ton  mileage  of  398.2 
biDions  in  1917,  4037  tnllions  in  1918,  and  362.9  billions  in 
1919 — a  substantial  increase,  in  each  of  these  years,  over  every 
IfTvious  high-water  ntark.  And  because  of  the  heavy  demand 
upon  railroad  service  for  troop  movements,  the  increase  in 
passenger  traffic  during  the  war  period  was  c\'cn  more  rapid. 
The  high  passenger  mileage  of  1916  rase  to  40.1  bPlions  in 
1917,  to  43.2  billions  in  1918,  and  to  46.2  billions  in  1919. 
Row  far  did  the  development  of  railroad  plant  and  equipment 
keep  pace  with  this  iraftic  expansion? 

The  growth  01  railroad  mileage  constitutes  an  important 
neasore  of  expansion  of  railroad  plant.  Between  1895  and 
1905  ihe  increase  of  1 18  per  cent,  iti  ton  mileage  and  of  95  per 
OBU.  in  passenger  mileage  was  accompanied  by  an  increase  of 
bt  21  per  cent,  in  the  number  of  miles  of  railroad  line ;  between 
9P6  aod  1916  the  incTea.«e  in  railroad  mileage  was  but  16  per 
omt,  as  compared  with  the  increase  of  60  per  cent,  in  ton  milc- 
ige  and  of  35  per  cent,  in  passenger  mileage.  During  the  year 
1516,  with  a  35  per  cent,  increase  in  ton  mileage  over  the 
jRctding  year,  only  1,098  miles  of  new  line  were  built.  If 
Woctions  arc  made  for  abandcMicd  plant,  the  disproportion 
bdweoi  the  growth  of  traffic  and  the  growth  of  mileage  be- 
even  more  signilicant.    For  the  year  1916,  just  dted. 
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the  net  increase  in  tnite^e  was  but  426.  This  nvglect  of 
construction  was  accentuated  during  the  war  period.  In  spite' 
of  the  enormous  trafBc  burden  resulting  from  the  war  emer- 
gency, there  was  an  actual  net  dccrcas*  in  railroa<l  mileage 
during  each  of  the  years  1917,  1918,  and  1919.  Tlic  total  new 
mileage  constnicled  during  the$c  three  years  was  2.^86;  in  tltc 
same  perto<l  3,319  miles  of  line  were  abandoned,  resulting  in 
an  aggregate  net  decrease  of  933  in  railroad  mileage.  Nor  has 
the  growlh  of  equipment  kept  pace  with  the  expansion  of 
traffic.  Between  1906  and  1916  the  number  of  locomotives 
was  increased  by  24  ]>er  cent.,  the  number  of  freight-cars  by 
26  per  cent.,  and  the  number  of  (Kissenger-cars  by  29  per  cent.; 
This  iocrea.ie,  as  we  nolc<l  above,  was  outstripped  decisively 
by  the  growth  of  Iraffic.  And  during  Ihc  war  period  the 
provijiion  of  new  equipnicnl  was  furtlicr  neglected  in  larj 
measure.  !n  1917  the  number  of  locomotives,  freight-ears,  an 
passenger  coaches  available  for  railroad  service  was  actual! 
smaller  than  in  the  preceding  year;  and  the  additions  to  rail- 
road e«|ntpmmt  provided  during  Federal  Control,  though 
subslanlial  in  themselves,  fell  far  short  of  meeting  the  urgent 
traflic  needs.  V 

The  facts  as  to  capital  investment  provide  confirmation  of    ■ 
this  growing  discrei«incy  between  extent  of  traffic  and  magni- 
tude of  plant  and  equipment.    In  1906  the  late  James  J.  Hil! 
testified  before  the  Interstate  Commerce  Conunission  tiiat  lack 
of  trans]xirtaiion   facilities  constituted  the  most   fundamental  ^ 
obstacle  to  American  commercial  expansion,  and  that  the  propervj 
functioning  of  industry  was  being  hampered  very  seriou-sly  by™ 
niadequacy  of   railroad  plant  and  e<iuipmcnt.     He  estimated 
that  an  investment  of  at  least  $5,500,000,000  would  be  necessary 
during  the  following  five-year  period  in  order  to  render  our 
transjwrtation   systems   capable  of   absorbing   effectively    ihC' 
normal  flow  of  railroad  traflic.    This  eslimale  was  regarded  at 
the  time  as  both  reasonable  and  conservative.    It  was  confirmed 
by  the  testimony  of  other  railroad  men  of  high  standing  an 
wide  experience.     Yet  an  entire  decade  elapsed  before  aa' 
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amount  of  new  capital  was  attracted  into  the  railroad  industry 
ei^ual  in  the  agjin'^t^te  to  approxitnatdy  Diis  siun  of  five  and 
a  half  billions  of  dollars.     And  during  the  period  of  Federal 
Control,  in  spite  of  the  unparalleled  increase  in  the  transporta- 
tion burden  and  the  sharp  decline  in  the  value  of  money,  the 
average  annual  amount  of  new  capital  invcstc-d  in  additions  and 
tjettermcnts,  including  equipment,  provided  by  the  Railroad  Ad- 
ministration and   raised  by  the  carriers  themselves,  did  not 
exceed  substantially  liic  inadequate  average  annual  capital  ex- 
penditures of  the  preceding  decade  of  impaired  railroad  credit. 
The  extent  of  the  needs  of  the  railroads  cannot  be  stated 
dogmatically  nor  with  mathematical  precijion.    Both  the  physi- 
cal needs  and  Iheir  financial  measure  are  dependent  tipon  con- 
tingencies incapable  of  confident  prediction.     The  amount  of 
new  mileage  and  increased  trackage,  the  number  of  additional 
locomotives,   freight-cars,  and  passcngcr-cars.  the  expansion 
of  shops,  engine-houses,  and  terminal  facilities  can  be  deter- 
mined only  on  the  basis  of  future  needs  as  well  as  of  past 
deficiencies.    These   fulure  needs  are  in  turn  dependent  pri- 
marily  upon  tlw  course  and  efficiency  of  the  productive  process 
(lurtng  the  crucial  years  of  the  impending  economic  readjust- 
ment.    The  uncertainties  of  the  indusiriat  situation  render 
tcfori  to  prediction  with  regard  to  the  national  output  a  liazard- 
ins  undertaking.     Moreover,  the  future  course  of  commodity 
prices  and  the  probable  status  of  the  wage  level  are  clouded 
in  equal   uncertainty,  which  renders  the  task   of  translating 
fhysical  into  financial  needs  well-nigh  impossible.     Mere  csti- 
■Bies  most  necessarily  be  relie<l  upon,  e\'en  if  they  be  intelli- 
pat  estimates,  made  by  men  experienced  in  the  character  of 
American   railroads  and  their  relationship  to  conmiercial  and 
aidustrial  progress.    These  estimates  cannot  escape  the  influ- 
att  o£  arbitrary  a-ssumptions. 

Bnt  such  estimates  have  come  from  many  sources  in  tire 
vmte  of  the  tmnsilional  period  ushered  in  by  tlic  experiment 
sfFederaJ  Control.  There  is  a  wide  latitude  in  the  conclusions 
RidiaL    The  absolute  figures  possess  no  essential  »gnificance 
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at  this  stage  of  our  analysis.    It  is  of  importance  to  note  only  ' 
this:   titat  l)i«fe  is  iiiiiversal  agreement  tlial  llic  existing  rail- 
road structure  is  distinctly  inadequate  and  thai  vast  capital  ex- 
penditures arc  necessary.   Mtrcly  by  way  of  illustration,  it  may 
1)C  interesting  to  observe  that  one  of  the  most  careful  of  these 
otimales  placed  the  financial  needs  of  the  railroads  for  the 
years  1920,  1921,  and  tt)22  in  excess  of  six  billions  of  dollars.' 
This  estimated  capital  expenditure  for  the  three-year  period 
made  provision,  among  otiier  things,  for  6.000  mites  of  new 
line,  for  13,000  miles  of  multiple  main  track,  for  30,000  miles 
of  side  and  yard  tracks,  for   10,850  miles  of  automatic  block 
sigrals,   for   13.177  locomoti%-cs,  for   24,500  posscnRer-traiaJ 
cars,  and  for  712,400  freight-cars.     It  should  be  noted  that] 
these  provisions  look  primarily  to  the  intensive  development  oCj 
the  railroad  service  rather  than  to  an  extensive  program  of  J 
rulroad  expansiotL 

But  liic  problem  of  reconstruction  and  the  railroads  docs  not 
concern  itself  solely  with  physical  and  financial  needs.  Not 
only  docs  the  reJiabiliiation  of  railroad  credit,  upon  which  the 
satisfaction  of  these  needs  must  ultimately  depend,  necessitate 
a  readjustment  of  the  public  status  of  the  transport:ilion  indus- 
try, but  the  character  and  significance  of  the  transportation 


*  Railway  Agt,  January  3.  loao.  Thb  entire  Isnie  U  devoted  te  aa' 
analysis  and  ciltmAlc  of  the  physical  and  (iiiancial  ncrdi  oi  tlie  rail- 
roadx.  Eacti  of  tlic  ilcm*  in  tltr  propoted  buduci  15  iiivcn  teparalc  and 
dctaiitd  coniideiation.  TtK-  fnDowing  tabic  lummarize*  the  estinatc* 
for  each  of  the  varioiu  ilein«: 

AdditiMui  mikin  track $i.35aooo«oo 

Grade  rrTJ^nn.  cut-ofTti,climtnatiaiii  of  currature,  etc  VXfXfifioa 

EDjtinc-liout«»  And  ibopa  ,  2jo/mk\cx)0 

Station  building) lOOflOofiOO 

EnimsioDS ,.!.,,  tiooooobooa 

SignaU saj64XiOO 

Freight   cars  , i/XxfiOOfxio 

PaMenger  car>  $32,000,000 

Shop  ettuipmenl   ■ 6i.3mooo 

LocomoitvcB  J<u,yS6fiOO 

Total    |(Soio,a8oiooo 
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ftmctjoo  demand  such  a  roconslttution  of  the  relationship  be- 
tween the  private  owners  of  the  railroad  properties  and  the 
public  users  of  llic  railroad  service  as  will  reflect  concretely 
the  prevailing  ideals  and  aspirations  of  the  AfiKrican  conimu- 
irity. 

The  railroad  industry  Li  conspicuously  adapted  to  the  appli- 
cation of  the  reconstructive  process.  It  is  the  most  important 
of  all  mixlern  industries.  At  the  outbreak  of  the  war,  railroad 
tntcrprisc  was  probably  second  only  to  agriculture  in  extent 
of  physical  properties,  in  aniount  of  capita!  investment,  in  its 
direct  and  indirect  ulitiication  of  the  nation's  man-power,  in  the 
magnitude  of  its  current  outlays  for  opcralion,  in  the  vastncss 
d{  (he  flow  of  income  which  its  service  called  into  being.  More- 
over, the  service  which  it  renders  is  foimdational  in  cliaracter. 
N'ot  only  docs  it  constitute  the  most  potent  single  influence  to- 
ward social  and  political  unity,  but  it  provides  the  essential 
nbstratum  of  the  modern  economic  structure.  Large-scale  en- 
terprise, minute  division  of  labor,  the  machine  process,  and  in- 
instriat  specialization  are  all  dependent  upon  extensive  markets, 
ind  these  market-S  can  be  made  available  only  through  adequate 
transportation  facilities.  The  cheap  transport  of  raw  materials 
lod  food  products  is  an  indispensable  condition  for  the  main- 
tenance and  do'clopmcnt  of  modem  industrial  processes.  Our 
DBnerous  and  thriving  urban  centers  draw  essential  sustenance 
Ikroiigli  these  arteries  of  commercial  intercourse,  and  the  thou- 
nmk  of  rural  conununitica  which  still  constitute  the  founda- 
6on  of  our  social  and  economic  life  can  escape  isolation,  and 
ifaue  in  the  diversified  fruits  of  cooperative  human  effort,  only 
dmngh  reliance  upon  these  agencies  of  communication  and 

And  the  exigencies  of  war  liavc  further  emphasized  the  indis- 
pasMe  character  of  the  railroad  service.  The  dictum  of 
Marshal  JoflFrc  that  the  great  conflict  was  a  "railway  war" 
■u  amply  confirRKd  by  the  outstandit^  events  of  the  struggle, 
Bot  oitly  because  railway  transport  made  possible  the  flexible 
otiliiation  of  a  threateningly  diminishing  man-power,  but  bC* 
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tti«  industrial  basis  of  modern  warfare  was  directl; 
depeadcnt  upon  an  adequate  supplj-  of  transportation  service^ 
The  effective  mobiliulion  of  economic  resources  the  worhl 
over  came  to  be  (be  prime  condition  of  military  success.  And 
the  United  States,  as  the  chief  reservoir  of  economic  power, 
was  called  upon,  at  the  critical  hour,  to  tmike  the  tangible 
sinews  of  war  swiftly  available.  The  problem  of  the  railroads 
at  once  assumed  an  overshadowing  importance.  The  wave  of 
patriotic  fcr\'0r  and  the  spirit  of  self-sacrifice  which  gripped 
the  national  consciouMiess  upon  America's  entrance  into  the 
world  conflict  could  not  be  translated  into  fruitful  action  and 
the  national  will  rendered  an  active  factor  on  the  lield  of  bailie 
without  material  instrumentalities.  The  railroads  pro\*ed  to  be 
one  of  the  niast  important  of  these  instrumentalities — the  key 
to  America's  war  effort.  As  a  result  of  the  dramatic  opportu- 
nity created  by  ihe  war  situation,  the  significance  of  the  rail- 
road function  was  impressed  upon  the  public  mind  more  strik- 
ingly than  could  have  been  possible  in  any  peace  eventuality 
save  a  complete  disruption  of  the  railroad  service.  Because  of 
(he  impressive  magnitude  of  the  railroad  industry,  therefore, 
and  because  of  the  extraordinar)'  importance  of  the  transporta- 
tion service  in  the  organization  of  n>odeni  life — whether  in  the 
prosecution  of  (he  normal  ends  of  peace  or  in  the  achtevcnien( 
of  the  critical  goal  of  armed  conflict — no  genuine  prc^ram  of 
economic  reconstruction,  at  Ihe  very  thre^iold  of  the  task,  can 
if^re  the  compelling  demands  of  the  so-called  railroad  problem. 
But  more  definite  and  concrete  reasons  are  availaUe  for  the 
si^ificance  of  the  railroad  problem  in  post-^var  readjustments. 
The  wide-spread  conflict  between  cajMtal  and  labor,  the  increas- 
ingly disruptive  maLidjustment  between  employer  and  em- 
ployee, probably  constitutes  the  most  potent  cause  of  the  cur- 
rent unrest  and  the  most  distinctive  characteristic  of  the  present 
industrial  situation.  Both  economic  stability  and  industrial 
progress  must  wait  upon  the  evolution  of  a  just  and  rea.sonably 
durable  settlement  of  industrial  relationships.  The  problems 
of  wages,  hours,  aitd  working  conditions,  of  the  representation 
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of  labor  ID  ibc  contrcd  of  industry,  of  the  status  snd  adiviltes  of 
bbor  organizations,  of  the  use  of  the  strike  as  a  wc»pon  in  labor 
disptnes,  of  the  devdopnient  of  agencies  of  arbitration  or  con- 
dliation  or  mediation,  can  no  longer  be  dismissed  as  matters 
for  mere  private  ad^is.1menl  by  the  parlies  immediately  involved. 
The  public  wdfare  is  intimately  and,  in  many  instances,  pre- 
domirtiinlly  at  stake.  The  economic  cosl  of  ttie  dissipation  of 
productive  capacity,  and  the  social  inconvenience,  oflen  brinf;- 
ng  acute  suffering  in  its  train,  resulting  from  the  disruption  of 
tssenliji]  services,  create  a  burden  that  weighs  most  heavily 
opoa  the  consuming  public.  Under  prevailing  conditions  the 
taeiffles  of  IalM>r  are  unduly  spent  in  paralyzing  struggle  ratlier 
tban  in  constrictive  advancement,  and  the  liittemess  of  the 
nnflict  threatens  to  jeopardize  the  very  existence  of  modem 
ta{Mtali!im. 

Ii  is  decidedly  questionable  whether  the  ultimate  interests  of 
bbor  would  be  furthered  by  the  overthrow  of  the  system  of 
private  competitive  enterprise,  and  it  is  reasonably  certain  that 
ibe  capitalistic  organization  of  industry  cannot  be  maintained 
aid  developed  without  a  greater  decree  of  cooperation  between 
bbor  and  capital  than  is  possible  under  existing  industrial 
idationships.  ilut  the  task  of  evolving  a  satisfactory  solution 
of  ibe  labor  problem  is  an  exceedingly  difficult  one.  The  his- 
toric roots  of  (he  w."igc  system  and  the  individualistic  temper 
vtiich  has  dominated  American  economic  development  have 
mderrd  difficult  the  attainment  of  fundamental  change  in  in- 
tostrtal  relationships.  Progress  toward  the  amelioration  of 
AcK  relationships  has  consisted  mainly  in  the  elimination  of 
iMolerable  abuses,  in  the  removal  of  admittedly  over-burden- 
Unie  rrstraint9,  in  tlte  establishment,  under  some  cotiditions  of 
tmploymcnt,  of  minimum  standards  as  to  wages,  hours,  and 
vorktng  environment.  And  e\'cn  these  gains  have  not  received 
■itersal  recognition.  The  great  diversity  in  conditions  of  cm- 
fhpsaat  has  made  uniformity  in  labor  adjustments  both  im- 
ptaoicable  and  undesirable,  and  the  isolated  pn^ess  of  par- 
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ticular  groups  has  failed  to  exert  upon  (he  enlirc  labor  situation 
the  constructive  influence  essential  to  permanent  relief. 

LTnder  these  circumstances,  the  solution  of  the  railway  labor 
problem  would  not  only  afford  a  great  measure  of  much-need' 
improvement  in  the  adjuitment  of  an  urgent  and  long-ncglcctcd 
element  in  the  evolution  of  the  public  status  of  the  railroad 
industry,  but  it  would  constitute  a  contribution  of  large  stra- 
tegic importance  toward  the  stabilization  and  just  settlement  of  b 
the  general  industrial  sittiation.  I 

Tlie  labor  force  directly  employed  by  American  railroads  is  ~ 
normally  in  excess  of  two  million  men.  The  railroads'  pay-roll 
which  measures  the  wages  paid  to  this  labor  force  now  »ggrt- 
gatcs  annually  more  than  three  billions  of  dollars.  Tliis  vast 
army  of  employees  comprehend.'*  a  great  diversity  of  crafts, 
ranging  from  the  highly  responsible  and  skilled  services  of 
engineers,  train-des(intfhers,  telegraphers,  and  madnmsts,  to 
the  un.skiHed  labor  of  section  men  and  the  more  common  forms 
of  cicridi  service.  This  body  of  men  includes  both  organized 
and  unorganised  labor.  The  four  great  brotherhoods,  repre- 
senting the  railway  conductors,  the  locomolivc  engineers,  the  j 
locomotive  firemen  and  engincmen,  and  the  railway  trainmenffl 
constitute  a  group  of  highly  organized  railway  employees.  In 
addition  there  are  a  number  of  Ic^s  closely  knit  organizations 
affiliated  with  the  .\merican  Federation  of  Labor.  These  organ- 
izations represent  machinists,  blacksmiths  and  helpers,  boiler- 
makers,  sheei-mclal  workers,  electrical  workers,  carmen,  rail- 
way clerks,  freight-handlers,  station  employees,  switchmen^ 
railroad  tdegraphers,  maintenance  of  way  employees,  and  rail- 
way shop  laborers.  Some  hundreds  of  thousands  of  the  un- 
skilled employees  arc  entirely  unorganized.  All  of  these  wage- 
earners  arc  engaged  in  the  operation  of  an  industry  which 
directly  concerns  practically  every  individual  within  the  country 
and  affects  intimately  every  phase  of  our  national  life.  Upon 
the  cflSciency  of  this  service  depends  the  efficiency  of  Oie  entire 
productive  process  and  the  devclopmeni  of  the  American  social 
organism.     And  the  maintenance  of  the  continuity  of  this 
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xrvtce,  which  has  been  frequently  thrcalcned  Mth  disruption 
in  recent  years,  Iransoends  in  iniixirtAnce  every  odier  aspect 
of  the  relationship  of  the  railroads  to  the  public 

The  railroad  problem  cannot  be  solved  adequately,  therefore, 
without  the  adoption  of  a  constructive  policy  in  the  settlement 
of  ihc  status  of  railroad  labor.  One  of  the  outstanding  short- 
comings  of  past  efforts  in  railroad  regulation  has  consisted  in 
the  general  neglect  of  tliis  important  clement  in  the  situation; 
■nd  it  is  now  well  recognixed  that  continued  adherence  to  the 
conception  of  the  railroad  problem  as  involving  merely  mat- 
ters of  railroad  credit,  charges,  and  financial  return  will  lead 
!0  the  complete  discrediling  of  llie  system  of  private  ownersliip 
lad  operation.  Tlie  question  of  wages  in  the  railroad  industry 
taust  hereafter  receive  equal  consideration  with  tiiat  of  rates 
and  profits,  and  the  position  of  railroad  employees,  because  of 
their  distinct  and  significant  interest  in  the  proper  functioning 
of  railroad  enterprise,  must  be  accorded  equal  recognition  with 
tbat  of  the  owners  of  the  railroad  properties  and  the  users  of 
the  railroad  service.  But  it  is  apparuit,  also,  that  sucli  a  con- 
itnKtive  solution  of  the  railroad  labor  problem  would  exert 
a  powerful  influence  upon  the  adjustment  of  general  industrial 
Ttblion.'diips.  The  magnitude  and  diverse  character,  in  skill  and 
organization,  of  the  body  of  employees  represented,  the  indis- 
pnablr  nature  of  the  service  which  they  render,  and  the 
inperativc  necessity  of  maintaining  an  uninterrupted  8ow  of 
tai  service  give  to  the  railroad  labor  problem  a  primary  place 
VI  the  docket  of  economic  reconstruction. 

Is  fike  manner,  the  periodic  dissatisfaction  with  the  high 
tord  of  commoditj-  prices  and  the  large  accumulation  of  busi- 
■ett  profits,  and  the  prevailing  desire  to  secure  relief  through 
pwenuncnta I  authorit)',  can  find  a  fruitful  basts  for  construd- 
nt action  in  the  establishment  of  sound  principles  and  effective 
(BduDcry  for  the  regulation  of  railway  rales  and  the  limitation 
tfnilway  returns. 

The  traditional  pubhc  attitude  toward  prices  and  profits  in 
vditwy  banncss  enterprise  bas  been  largely  one  of  laissrt- 
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fiurt.  The  force  of  competition  has  been  conftdenlly  relied 
upon  to  protect  the  interests  of  the  consumer.  The  classical 
economist  found  in  liie  coinpMilivc  principle  an  effective  and 
sufficient  means  for  the  maintenance  of  "right"  price  and  "the 
reduction  of  profits  to  a  minimum."  Competitive  prices,  it  was 
beltevtd,  would  automatically  mold  the  character  and  direction 
of  productive  activity  in  accordance  with  the  "real"  needs  of 
tfie  commiinity,  and  the  national  income,  under  competition, 
would  be  justly  distributed  among  the  various  factors  thai  con- 
tribute to  the  productive  process  in  accordance  with  the  sig- 
nificance of  their  respective  contributions. 

The  critical  exigencies  of  the  war  situation  introduced  a 
radical  departure  from  this  traditional  attitude.    The  prices  of 
die  more  essential  coiiimoflittes  were  subjected  to  the  conscious 
control  of  a  variety  of  Kovernmcnial  agencies,  and  the  tnachtn-     ■ 
ery  of  taxation  was  titiliwd  in  unusually  vigorous  fashion  to  ■ 
dirert  to  the  public  treasury  a  measurable  proportion  of  such 
"exceesive"  returns  as  emerged  in  spite  of  (he  policy  of  price 
r^ulation.    With  the  termination  of  our  actiud  bdtigerency 
prke-fixing  adivilies  were  quiddy  allowed  to  lapse.    The  pro- 
g;ram  of  cfxcess  profits  taxation,  though  sound  in  principle  as 
an  impost  on  differential  returns,  has  been  subjected  to  influ- 
ential and  bitter  attack,  on  the  conflicting  grotmds  that  it  imposes 
a  restrictive  burden  on  productive  activity  and  that  its  incidence 
is  inevitably  shifted  to  the  consuming  public,  and  is  likely  to, be 
rqMaled.    In  tlie  meantime  the  great  weight  of  high  living  costs, 
that  was  not  entirely  removed  even  by  the  sharp  business  de- 
pression that  finally  ensued  late  in  1920,  was  breeding  unrest. 
The  sufficiency  of  the  competitive  principle  under  prevailing 
conditions  was  being  openly  and  insistently  questioned.     Afany 
clogs  were  becoming  ajiparent  which  operate  to  undermine  that 
perfect  freedom  of  competition  which  serves  as  a  fundamental 
assumption  in  the  analysis  of  orthodox  political  economy.    The     , 
relative  imn^bility  of   capital  under  the   modern   regime   of  M 
industrial  specialization,  the  highly  complex  character  of  the  ^ 
various  institutions  which  must  be  relied  upon  to  functioa 
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liousljr  in  our  economic  society,  the  great  number  and 
ty  of  the  agencies  which  constitute  an  integral  part  of 
the  prodnaive  process,  the  frequent  resort  to  unfair  methods 
of  competition,  the  growing  mfluence  of  fortnal  and  infonnal 
cooperation  in  industry,  have  rendered  so-called  competitive 
priges  an  insecure  basis  for  the  protection  of  the  public  interest, 
and  have  cast  serious  and  well-merited  doubt  upon  the  justice 
of  the  results  adiie\-ed  through  the  prevailing  processes  of 
economic  distribution.  Isc^aled  attacks  upon  profiteering,  it 
is  commonly  recognized,  are  bound  to  prove  futile;  for  they 
atm  u>  readi  the  outward  manifestations  of  the  difficulty  with- 
out removing  its  causes.  In  the  trend  toward  economic  recon- 
struction, then,  there  appeared  in  tlie  foreground  a  demand  for 
fandamaita)  change  in  tndustri^  control.  Radical  opinion  did 
m  shrink  from  projiosals  for  the  naitonjlixaiion  of  our  more 
important  industries,  and  the  adoption  of  a  permanent  policy  of 
price  regulation  was  not  witlwui  the  horizon  of  those  who 
sought  "genuine"  reconstruction. 

.^sidc  from  our  brief  experiment  with  governmental  control 
of  industrial  action  under  the  extraordinary  conditions  of  war, 
American  experience  with  public  rtRuIation  can  be  found 
diicfiy  in  the  field  of  railroads  and  otlwr  public  service  indus- 
trie*.  In  itw  matter  of  rates  and  profits  which  we  have  been 
awridering  (granting  the  wisdom  of  withstanding  natioaaliza- 
tioQ  even  in  the  railroad  industry),  much  remained  to  Im  done 
to  harmonize  the  conflicting  claims  of  carriers,  shippers,  and 
csownierK.  In  spite  of  ihc  activities  of  the  Interstate  Commerce 
Cbramissian  and  of  the  state  railroad  commissions  for  many 
Arcades,  there  were  still  innumerable  maladjustments  in  the 
raiesinicture,  resulting  in  unjustifiable  discrimination  between 
ipdustrtcs  and  communities,  lack  of  flexibility  in  rate  schedules, 
tiddy  divergent  views  as  to  principles  (or  determining  the 
mstment  value  of  railroad  property  as  a  basis  for  testing  the 
msonableness  of  rates  and  charges,  wasteful  utilization  of 
tnnsportation  facilities  because  of  undue  stress  upon  the  indi* 
nlnal  and  competitive  activities  of  tlie  carriers,  troublesome 
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differences  in  financial  return  between  the  so-callei]  strong  and 
weak  roads,  and  a  general  state  of  railroad  credit  which 
hampered  very  seriously  the  development  of  railroad  plant  and 
equipment.  An  adjustment  of  these  difficulties  would  tend  to 
reduce  tlic  cost  of  transportation — thereby  assisting  in  the  re- 
duction of  commodity  prices — and  it  would  conMitute  such  a 
reconstruction  of  the  relationship  between  the  railroads  and 
the  public  as  would  reflect  in  much  truer  measure  than  in  the 
past  the  recognition  of  the  public  status  of  railroad  transpor' 
tation. 

There  is  little  danger,  moreover,  lliat  effective  regulation  of 
railroad  rates  and  wise  limitation  of  railroad  returns  would  lead 
to  the  ready  extension  of  these  policies  into  the  entire  field  of 
industrial  action.  WTiile  governmental  experience  with  the  _ 
railroads  would  doubtless  prove  useful  in  the  fonniilation  of  I 
the  details  of  the  public  attitude  toward  business,  it  would  bi-- 
come  readily  appiarcnt  that  the  need  for  railroad  rej^ulation 
arises  from  .the  inherently  monopolistic  cliaracter  of  railroad 
enterprise,  and  that  the  possibility  of  performing  the  regulatory 
function  effectively  involves  the  prai;tical  acceptance  of  a  very 
measurable  degree  of  unity  of  railroad  operation.  The  farts 
of  American  economic  development  clearly  justify  no  such  con- 
clusion with  regard  to  Ilie  chararter  of  industry  as  a  whole. 
Only  the  modern  abuse  of  the  competitive  process,  rather  than 
the  competitive  principle  as  such,  has  thus  far  been  discredited. 

Fliuilly,  the  irresistible  pressua-  of  events  necessitated  con- 
sideration of  reconstructive  policy  with  reference  to  the  rail- 
roads. A  conjunction  of  critical  circtimstanccs  resulted  in 
federal  railroad  control  during  the  war  period.  At  the  end 
of  the  emergency  period,  some  decision  was  inevitable  as  to 
what  disposition  should  be  made  of  the  railroads  by  the  na- 
tional govcrnmcnL  A  permanent  policy  of  public  ownership 
might  have  been  adopted ;  the  experiment  of  Federal  Control 
might  have  been  continued  for  a  brief  period,  in  order  to  test 
its  merits  under  more  normal  conditions  than  those  of  world 
war ;  or  the  roads  had  to  be  returned  to  their  owners.    Altliough 
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publir  opinion  demaiKJed  llie  resumplion  of  private  manage- 
ment, tlie  question  as  to  whdlicr  private  ownership  and  opera- 
tion is  essentially  incapable  of  promoting  the  general  good 
called  for  reexamination  nHth  ojkh  mind.  Moreover,  there  was 
onivcTKil  agreement  that  the  resumption  of  privale  management 
on  the  old  basis  was  neither  safe  nor  practicable.  The  roads 
faced  urgent  pliysical  and  financial  needs ;  yet  tlieir  credit  posi- 
tion was  extremely  weak — clearly  unequal  to  the  task  of  physi- 
al  rehabilitation.  Tlicn,  the  mounting  deficits  under  Federal 
Control  disclosed  the  inadequacy  of  the  prevailing  rate  level 
Without  the  assurance  of  increased  revenue,  a  large  proportion 
of  the  railroads  faced  receivership,  and  their  ability  to  attract 
apital  into  the  industry  promised  to  be  entirely  destroyed. 
Rate  advaiKCS,  on  the  ott>cr  band,  foreshadowed  a  furtlier  inten- 
nfication  of  the  tnirdcn  of  high  living  costs,  and  even  such 
advances  could  scr^c  to  reestablish  railroad  credit  only  if 
gnntcd  on  tlie  basis  of  some  definite  principle  of  rate-making, 
newly  defined,  for  the  guidance  of  governmental  authority. 
Furthermore,  many  demands  for  railroad  wage  increases  were 
insistently  being  pressed.  The  authority  of  organized  tabor 
was  being  flaunted  by  intermittent  resort  to  unauthorized 
ftrikes,  and  the  great  railroad  brotherhoods  were  clamoring  for 
die  adoption  of  a  liberal  and  concrete  policy  in  definition  of 
iie  future  status  of  railroad  Lihor.  Il  was  obvimis.  therefore. 
Aat  the  interests  of  the  carriers,  of  the  railway  employees,  and 
of  the  shipping  and  consuming  public  alike  required  the  enact- 
ment of  constructive  railroad  Iqipslation-  The  Esch-Cummins 
Ka  was  the  Government's  response  to  this  public  need. 


Wth  the  foregoing  analysis  as  a  background  for  owr  discns- 
acn,  we  sluill  proceed  in  the  pages  that  follow  to  consider  in 
tam  the  war  administration  of  the  railroads,  the  essentials  of 
nonflrtictive  policy,  and  the  elements  of  tlie  railroad  adjust- 
wtm.  The  war  administration  of  the  railroads  will  include  a 
iiief  risumc  of  the  railroad  situation  in  1914,  an  account  of 
{rime  war-time  operation,  a  description  of  Federal  Control, 


THE  AMERICAN  RAILROAD  PROBLEM 


diffcrtnccs  in  financial  return  between  the  so-cailed  strong  and 
we.ik  roads,  and  a  general  ^tatc  of  railroad  credit  which 
hampered  very  seriously  the  dcvclopnicnl  of  railroad  plant  and 
e(|utpnie:it.  An  adjustment  o(  these  difficulties  would  tend  to 
reduce  tiic  cost  of  transportation — thereby  assisting  in  the  re- 
duction of  commodity  prices — and  it  would  constitute  such  a 
reconstruction  of  the  relationship  between  the  railroads  and 
the  public  as  would  reflect  in  much  truer  measure  than  in  the 
past  the  recognition  of  the  public  status  of  railroad  transpor- 
tation. 

There  is  little  danger,  moreover,  that  effective  regulation  of 
railroad  rates  and  wise  limitation  of  railroad  returns  would  lead 
to  the  ready  extension  of  these  jjolicics  into  the  entire  fidd  of 
industrial  action.  While  governmental  experience  with  the 
railroads  would  doubtless  prove  useful  in  the  formulation  of 
the  details  of  Ihe  public  attitude  toward  business,  it  would  be- 
conie  readily  apparent  that  the  need  for  railroad  regulation 
arises  from  .the  inherently  monopolistic  character  of  railroad 
enterprise,  and  that  the  possibility  of  perfornniig  the  regulatory 
function  effectively  involves  the  practical  acceptance  of  a  very 
measurable  degree  of  unity  of  railroad  operation.  Tlic  facts 
of  American  economic  development  clearly  justify  no  sucli  con- 
clusion with  regard  to  the  character  of  industry  as  a  whole. 
Only  the  modem  abuse  of  the  competitive  process,  rather  than 
the  competitive  principle  as  such,  has  thus  far  been  discredited. 

Finally,  the  irresistible  pressure  of  events  necessitated  con- 
stderalion  of  reconstructive  policy  with  reference  to  the  rail- 
roads. A  conjunction  of  critical  circumstances  resulted  in 
federal  railroad  control  during  the  war  period.  At  the  end 
of  the  emergency  period,  some  decision  was  inevitable  as  to 
what  disposition  should  be  n^ade  of  the  railroads  by  the  na- 
tional government.  A  permanent  policy  of  public  ownership 
might  have  been  adopted ;  the  experiment  of  Federal  Control 
migtit  have  been  continued  for  a  brief  jicriod,  in  order  to  test 
its  merits  under  more  normal  conditions  than  those  of  world 
war ;  or  the  roads  had  to  be  returned  to  their  owners.    Aldiough 
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tlilic  opinion  demaralcd  ihc  resumption  of  private  manage- 
ment, the  question  as  to  whether  private  ownership  and  opera- 
tion is  eiisenliatly  incapahli-  of  promoting  the  genera]  good 
called  for  reexamination  with  open  mind.  Moreover,  there  was 
t»iver»al  agreement  that  the  resumption  of  private  management 
00  the  old  basi&  was  neither  safe  nor  practicable.  Tlie  roads 
faced  urgent  physical  and  financiaJ  needs ;  yet  their  credit  posi- 
tion was  extremely  weak — clearly  unequal  (o  ihe  tai^k  of  physi- 
cal rchahi Illation.  Then,  (he  mounting  deficits  under  Federal 
Control  disclosed  the  inadequacy'  of  the  prevailing  rate  level. 
Without  the  assurance  of  increased  revenue,  a  large  proportion 
of  the  railroads  faced  receivership,  and  their  ability  to  attract 
apital  into  the  industry  promised  to  be  entirely  destroyed. 
Rate  advances,  on  the  other  hand,  foreshadowed  a  further  inien- 
H&cation  of  the  burden  of  high  living  costs,  and  even  such 
adnnces  could  serve  to  reestablish  railroad  credit  only  if 
granted  on  the  basis  of  some  definite  principle  of  rate-making, 
newly   defined,   for  itw  guidance  of  governmental  autliority. 

nnhcrmore.  many  demands  for  railroad  wage  increases  were 
istently  being  pressed.  The  authority  of  organized  labor 
Vas  being  flaunted  by  intermittent  resort  to  unautlioriKeil 
es,  atid  the  great  railroad  brotherhoods  were  clamoring  for 
adoption  of  a  liberal  and  concrete  policy  in  ddtnilion  of 
future  status  of  railroad  labor.  It  was  obvious,  therefore, 
that  the  interests  of  the  carriers,  of  the  railway  employees,  and 
of  the  shipping  and  consuming  public  alike  required  the  enact- 
ment of  constructive  railroad  le^i'^lation.  The  Esch-Cummins 
was  the  Government's  response  to  this  public  need. 
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Witii  the  foregoing  analysis  as  a  background  for  our  discus- 
son,  we  »li.ill  proceed  in  Ihe  pages  tliat  follow  to  consider  in 
mm  the  war  administration  of  the  railroads,  the  essentials  of 
RKNistrucii ve  policy,  and  the  elements  of  the  raitro-id  adjiist- 
nrnt  The  war  a<lminist  ration  i»f  the  railroads  will  include  a 
llief  resume  of  tJic  railrcad  situation  in  1914,  an  account  of 
ftnme  war-time  operation,  a  description  of  Federal  Control, 
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and  an  evaluation  of  its  results.  The  essentials  of  reconstruc- 
tive policy  will  involve  a  discussion  of  die  question  of  railroad 
nationalization,  and  a  consideration  of  the  outstanding  problems 
in  railroad  r^ulation — the  demands  of  unity  of  operation  and 
railroad  service ;  of  rates,  credit,  and  financial  return ;  and  of 
'  railroad  labor  and  continuity  of  operation.  The  concluding 
part  of  the  ttudy,  in  presenting  the  elements  of  the  railroad 
adjustment,  w&l  consider  the  bad^round  of  the  settlement, 
analyze  and  describe  the  essential  features  of  the  Transporta- 
tion Act  of  1920,  and  undertake  a  judgment  as  to  the  adequacy 
and  pennanencc  of  the  adjustment. 


PARTI 
THE  WAR  ADMINISTRATION  OF  THE  RAILROADS 


CHAPTER  11 

AUEBICAN  RAILSOAOS  IN   19I4 

Hcononuc  institutions,  lihe  all  human  arrangements,  are  the 
_re»ilt  of  hi&toric  evolution.  Their  present  character  is 
Dunded  tn  past  experience,  and  the  direction  of  their  future 
ntlopment  is  dependent  upon  their  responsiveness  to  the 
Rowing  needs  of  changing  social  and  industrial  conditions. 
TTic  object  of  economic  rcfonn  is  to  conserve  the  permanent 
fniiis  of  post  achje^'emcnt,  to  remove  current  maladjustments, 
and  IQ  establish  ficxible  arrangements  calculated  to  function 
cScctivcly  in  meeting  future  needs.  These  needs  embrace  the 
est^lishment  of  adequate  instrumentalities  for  furthering  the 
productive  process  and  such  adjustments  between  private  rights 
and  public  interest  as  reflect  the  dominant  social,  political,  and 
ideals  of  the  community. 


b^poDocnic 


%i.    The  Historic  Approach  and  the  Railroad  Problem 

These  considerations  are  directly  applicable  to  the  railroad 
proUem  in  Ihe  United  Stales.  The  growth  of  the  railroad 
ndostry  was  stimulated  by  urgent  social  and  industrial  needs. 
The  manner  of  its  growth  was  determined  by  the  pressure  of 
n'ccts  and  the  temper  of  our  national  ideal.s.  Both  the  objective 
facts  underlying  railroad  development  and  the  standards  of 
mexnA  welfare  determining  the  public  status  of  the  industry 
have  been  subject  to  constant,  though  gradual,  transformation. 
The  foeaning  and  s^ificance  of  current  railroad  practtce.s 
«d  present-day  railroad  problems  find  thdr  source  in  early 
conditions  and  past  cvmis.  The  historical  modifications  of 
tepalatory  purpose  and  machinery,  through  the  prolific  accu- 
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muUtion  of  legislative  enactment,  administrative  order,  and 
judicial  decision,  are  grounded  in  changing  social  and  political 
ideals  and  t'X[>3nding  commercial  and  industrial  needs.  Neither 
the  shortcomings  nor  the  achievements  of  the  railroad  industry 
can  be  adequately  interjtreted  without  the  recognition  of  this 
constantly  clianging  l^ackground.' 

As  a  basis,  therefore,  fur  a  proper  understanding  of  the  war 
problems  of  the  railroads  and  of  the  character  of  their  solution, 
and  as  a  foundation  for  a  satisfactory  analysb  of  the  ideal  and 
actual  readjustment  of  the  status  of  railroad  transportation 
in  the  United  States  following  the  war.  it  is  necessary  to  de- 
scribe the  conditions  of  American  railroad  transportation  at  the 
outbreak  of  hostilities  in  Europe.  Consequently,  our  descrip- 
tion and  interpretation  of  the  problents,  events,  policies,  and 
methods  which  constitute  the  war  administration  of  the  rail- 
roads will  b^in  with  a  recital  of  the  status  of  American  rail- 
roads in  1914.  This  will  involve  a  consideration  of  the  extent 
and  cliaractcT  of  physical  plant  and  equipmait,  of  service  and 
operation,  and  of  the  principles  and  machinery  of  regulation 
through  which  the  private  rights  of  the  carriers  and  the  public 
interests  of  the  community  were  harmonized  and  adjusted.  ■ 

'  Oni;  of  our  mosl  distinKiiiilicd  Atncricaii  «canomiiti,  writing  ol  the 
fprctitAttTe  chnractcr  of  ihe  brRinirins*  of  raitroad  cnlrriiri»<,  and  of 
the  finanml  abu»vs  thai  accompanied  rfliltuiid  buildinK  and  opM'Stion 
during  the  early  day*,  cmpha^i*«s  vrr>-  Mrikingly  the  complex  of  eir- 
cnmMaDCCS  which  ifievitaWy  molded  the  reiims:  "Hiitoricatly.  the 
COUTM  of  dcTclopmenl  ccetni  10  have  been  cooirollcil  by  a  fated  deMmr- 
Civen  the  impossitiiliijr  of  public  ownerihip  and  inana«tnneni  (and  for 
the  earlier  stage!!  of  railway  development  m  this  cotiniry  public  Opera* 
tion  wat  out  of  the  ijumIioi])  ;  Riven  ihe  eajter  delire  of  the  com- 
mnnily  (or  ways  of  Ira  n»po  rial  ion  and  it«  willinffncss  to  cncourafic 
their  con«nie1ion  in  every  way;  Riven  xhv  liioieiieM  of  corporalion 
lawt,  the  universal  specitlntivr  trnijief.  tli«  laxn^'H  ol  bustiKM  Marnl- 
ards;  eiven  the  ;irriQdic  fluctiutions  in  in<luMr>'.  Ih«  eoonomic  peculiari- 
tiei  01  railways,  the  o pjior tun i tics  (or  larK«->cale  returns — and  the 
harvest  wa»  prepared  fir  the  daring  and  able  operator.  Perhapn  all 
the  advantages  of  rapid  con  struct  loo.  wid«  perBication  of  the  land 
with  railway  facilitir*,  from  competition  and  conKolidatinn  and  vigor- 
0U(  management,  could  huve  l>eFn  jtulten  In  some  other  way:  but  a 
train  of  (leep>Maled  caui^t  i<erm<i  lo  luve  decreed  that  they  xhoutd 
come  in  )jut  thi>  way  and  with  just  these  checktied  leaulu.  F.  W. 
TansMff.  PrtHtiflet  of  Be<»iomit4,  Vol.  a.  pp.  390-39*- 
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_And  Miico  conditions  in  1914  were  themselves  the  oulgiowth 
a  great  complexity  of  influences  extending  over  a  period 

■  almost  a  cetilury,  it  will  be  necessary  to  trace  briefly  the  out- 
standing characteristics  of  American  railway  development  up 
to  the  year  1914.  Such  an  historiv-aJ  resume  will  disclose  the 
notable  aclikvemcnts  and  the  fundamental  shortcomings  which 
liave  developed  in  the  establisliment  of  trampurtaticm  service 
in  tile  United  States. 

American  railroad  transportation  iitay  be  said  to  date  from 
)8jo.  At  that  time  there  were  but  23  miles  of  line  in  this 
coiintr>'.  Turnpikes  and  canals  were  superseded  by  the  rail- 
Tou)  as  the  primary  channel  of  trade  and  cnrameree  only  when 
the  practicability  of  applying  steam  to  transportation,  through 
^  successful  use  of  the  locomotive,  was  delinitely  established. 
The  substitution  of  mechanical  for  muscular  power  in  the  car- 
ra(^  of  persons  and  the  niovemettt  of  goods  then  became  a 
reality.  This  transfomtation  had  its  beginning  in  the  United 
States  with  the  building  of  the  Kaltimore  and  Ohio  Railroad. 
"On  the  fourth  of  July.  1828."  writes  President  Hadley, 
"Charles  Carroll,  last  surviving  signer  <if  the  Declaration  of 
Independence,  laid  the  first  rail  uf  the  Baltimore  and  Ohio  i^il- 
road.  One  man's  life  formed  the  connecting  link  between  the 
political  revolution  of  tlie  b^t  century  and  the  industrial  revo- 
lution of  the  present."*  The  beginnings  were  small.  At  one 
lime  the  Charle.<iton  and  Hamburg  Railroad  of  South  Carolina, 
irlitch  by  1834  was  0]>eraling  137  miles  of  line,  was  "the  longest 
line  in  the  world  under  a  single  management."  And  in  1835 
Ibe  mileage  of  the  Pennsylvania  Railroad,  though  but  slightly 
in  excess  of  300  miles  of  road,  constituted  about  one-quarler 
of  the  entire  American  railway  net. 

In  the  transition  to  railroad  transportation,  as  in  the  estab- 
Uuueni  of  every  fundamental  economic  change,  much  oppo- 
ation  was  encountered.  In  tha<«  days,  as  un<lei  more  modern 
conditions,  the  vested  interests  presented  claims  that  had  to  be 
redconed    with.     The  intrusion  of  railroad  competition  was 
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rewnted  by  private  investors  in  turnpike*  and  canaJs,  and 
vigorous  protests  were  made  by  farmers,  tavern -kccpcfs,  dray- 
men and  others  wlio  felt  tliat  railway  progress  would  jeopardize 
their  individual  rights  and  opportunities  for  gain.  But  the 
resistance  was  relatively  feeble  and  short-lived.  The  superiority 
of  the  railroad  over  the  other  available  transportation  agencies 
was  quickly  recognized,  and  the  popular  demand  for  railway 
connections  a;  d  facilities  resulted,  after  the  first  decade  of 
railway  transporlatinn.  in  rapid  and  enthusiastic  railroad  con- 
struction and  in  wide-spread  public  support  of  railroad  enter- 
prise. 
A  general  survey  of  American  railway  development  discloses 

four  fairly  distinct  periods:  from  1830  to  1870;  from  1870 
(O  18S7;  from  1887  to  1906;  and  from  1906  to  the  outbreak 
of  the  Great  War.  Each  of  these  periods  was  characterixed 
by  di.slinctive  developments  or  advances  in  the  physical  growth 
of  railroad  plant  and  equipment,  or  in  the  character  of  railroad 
organisation  and  operation,  or  in  the  adjustment  of  the  public 
status  of  the  railroad  industry. 


%2.    The  Period  of  Railroad  Freedom 


The  first  period,  from  18,^0  to  1870,  was  primarily  one  of 
railroad  building.  During  the  initial  two  decades  the  railroad 
was  still  in  the  stage  of  experimentation  and  its  service  was 
largely  utilized  to  supplement  water  transportation.  By  1850 
there  were  only  about  9,000  miles  of  line  in  the  United  Stales. 
This  railway  plant  was  localised  in  the  seaboard  .states,  espe- 
cially in  New  England.  Most  of  the  important  lines  radiated 
from  the  Atlinttc  seaports.  The  economic  development  of  the 
south  and  the  central  west,  together  with  the  general  pros- 
perity which  accompanied  the  discovery  of  gold  in  Catifornb, 
led  to  the  extension  of  railroad  building  into  the  interior.  Bjr 
i860  .American  railway  mileage  exceeded  30,000,  and  by  1870 
a  great  railway  net-work  of  almost  53.000  miles  had  been  con- 
structed.   This  achievement  was  the  more  noteworthy  because  r 
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it  was  accomplished  in  s[»tc  of  the  dcprcssiog  influence  upon 
railway  construction  exercised  by  the  panic  of  1857  and  by 
the  Civil  War.  The  new  lines  were  situated  mainly  in  the 
middie  northwest,  east  of  the  Mississippi  and  north  of  the  Ohio, 
though  there  was  some  railway  building  in  the  south,  and 
cmsiderablc  additional  mileage  was  constructed  in  the  eastera 
aale.s.  The  hfties  saw  the  beginnings  of  through  routes  and 
of  the  eonsoltdaiion  of  connecting  lines.  The  foundations  of 
the  present  New  York  Central  and  Pennsylvania  railroad 
iystents  were  laid  in  this  period.  By  1833  an  all-rail  line  front 
the  Atlantic  sea)>oard  to  Chicago  had  been  established.  The 
CvfiJ  War  stimulated  the  development  of  transcontinental 
routes,  and  by  1869  the  first  transcontinental  line  bad  been 
tonqdeted. 

During  this  period  the  railroads  were  almost  entirely  free 
from  governmental  interference.  Indeed,  the  community  mani- 
fested so  marked  an  eagerness  to  secure  railroad  transportation 
tfat  the  state's  altitude  toward  the  carriers  tvas  one  of  hbcrality 
mi  encouragement.  The  fundamental  character  of  the  new 
industry,  arnJ  the  intimate  public  concern  in  its  swift  growth 
throughout  the  country,  scri'cd  as  a  basis  for  generous  aid 
rather  than  as  a  reason  for  restrictive  legislation,  From  the 
early  thirties  till  the  early  seventies  raitroad  construction  re- 
ceived extensive  public  assistance.  This  aid  wa.t  granted  by  the 
state  and  local  governments  (often,  also,  by  private  ii>dividnals). 
as  well  as  by  the  Federal  Government.  The  desire  to  secure 
access  to  new  markets,  and  thereby  to  develop  the  commercia] 
and  tndu.'ttrial  importance  of  particular  cities  and  sections  of 
the  country,  provided  the  primary  stimulus  for  state  and  local 
aid.  The  states  often  granted  such  subsidies  as  part  of  the 
policy  of  government  aid  to  works  of  internal  improvement. 
National  aid  in  railroad  constrttction  was  deigned  to  promote 
itt  settlemenl  of  the  country  and  to  provide  belter  facilities 
lor  the  handling  of  the  mails  and  the  movement  of  troops. 
Sble  and  local  aid  took  many  forms.  Railroad  stocks  and 
kodi  were    frequently  purchased  with  public  funds ;  but  the 
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hope  or  expectation  that  the  invcsintcnis  would  prove  profit- 
able was  seldom  realized.  In  some  instances  interest  and  divi- 
dends on  railroad  bonds  and  stocks  were  publicly  guaranteed. 
There  were  also  dirwrt  grants  of  piihlic  funds,  cither  in  cash 
or  in  stale  securities.  While  ihcsc  grains  were  generally 
intended  as  mere  loans,  the  advances  often  turned  out  to  be 
naked  gifts.  Tlie  states  also  donated  to  the  railroads  Inrgc 
tracts  of  public  lands  which  they  had  received  from  the  national 
government.  Railroad  enterprise  was  promoted  by  the  Federal 
Govcrniiient  itself  through  Rrant^  of  public  I.mds,  and  loans  of 
ptiblic  fund;>.  The  indirect  bind  graiKs,  ihrmigh  the  states, 
were  first  made  as  early  as  1850.  The  first  direct  federal  land 
grant  was  made  in  1862.  to  assist  in  the  construction  of  a  line 
connecting  the  Missouri  River  and  the  Pacific.  In  the  following 
decade,  CongreM  enacted  numerous  statutes  parceling  out 
lai^  portions  of  the  public  domain  for  railway  purpnses.  Of 
these  federal  land  grants,  as  well  as  of  the  loans  of  funds  in 
the  form  of  United  States  bonds,  the  transcontinental  roads 
were  the  chief  beneficiaries.  It  is  practically  imiwHsiblc  to 
state  with  exactness  the  extent  of  public  aid  to  railroad  con- 
struction in  the  United  Slates,  but  the  most  careful  and  reliable 
estimates  indicate  that  the  subventions  of  this  period  reached  an 
unsuspected  magnitude!.  The  direct  land  grants  of  the  l-cderal 
Government  alone,  fwiwecn  1862  and  1871,  reached  a  Inlal  of 
about  s/G.ooojooo  acres,  or  some  40,000  square  miles.  The  aggre- 
gate amount  of  al!  ttie  land  grants,  between  1850  and  1871,  has 
been  estimated  at  155,000,000  acri^s,  or  some  243,000  squar 
miles.*    In  addition,  the  total  of  loans  and  gifts  of  public  fund: 


*"It  thus  appears  that  a  tti'l  of  lerritory  sreatec  by  about  one-fifth 
than  the  entire  urea  eithEr  of  the  (ierman  Empire  or  FraacCi  almost 
equal  in  »iie  to  tlie  trtjtc  of  Texas  or  four  time*  itw  New  Hnghad 
Mates,  has,  at  one  limc  or  another,  been  mude  in  aid  of  railroail  con- 
ttruetioii.  The  Federal  grants  e<|ua1  about  two'thirdt  of  (he  area  of 
the  New  England  utatct,  or.  in  other  wotdn,  are  about  Gve  timci  the 
»ij!e  o(  the  slate  of  Maisachusetis.  A  larfiv  ptoporiion  of  the  area  of 
the  new  common wcalihi  was  offered  as  a  Imnut  to  railroads.  Seven 
western  states^ including,  for  example.  Miimeioia.  Iowa,  and  Wiscon- 
itn — gave  away  from  a  tifth  to  a  quarter  of  their  birthriahti.  Nebraska 
donated  one->cveniIi,  and  California  onc-eiglith.    The  Lone  Star  slate 
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made  by  die  federal,  state,  and  local  Rovcmmcnts  has  been 
estimated  at  approximately  $700,000,000. 

This  public  aid,  while  too  lavish  in  some  insunixs,  was  doubt- 
less necessary  lo  stimulate  the  bold  initiative  of  the  early  rail- 
rwd  builders  and  to  niakc  a\-3tlal)lc  the  great  advantages  of 
ra^wd  construction  and  "the  wide  permeation  of  the  land  with 
railway  facilities."  But  it  l>clpcd,  aliio,  to  aixciitualc  the  specu- 
lative charaelcf  of  American  railroad  development.  In  four 
decades  a  railway  net  uf  Notite  53,000  miles  was  constructed. 
Uoreover,  through  the  land  grants  and  loans  of  tliis  period, 
foundations  were  laid  for  much  of  ittv  subsequent  railroad 
consiniction.  Transportation  systems  were  thus  created  far  in 
advance  of  the  needs  of  the  country.  Railroad-building  pre- 
ceded, rather  tlvin  followed,  the  movement  of  pofMiIation  and 
the  growth  of  traffic.  As  a  result,  not  only  did  destructive  rale 
wars  naturally  ensue,  hut  ati  equally  harmful  .tpeeulalive  temper 
was  developed  in  the  construction  and  hnancing  of  railway  y 
undertakings.  Promoters  of  railroad  enterprises  frequently 
moght  public  aid  because  it  could  serve  as  a  basis  of  profitable 
qseculation.  The  proviiuon  of  tran.s|x>rlaiioii  service  was  re 
gardcd  as  an  incidentai.  Financial  advtnturcrs  were  attracted 
to  railroad  building,  ratlroa<I  capjial  (generally  raised  through 
the  sale  of  bonds  and  not  through  stock  subscriptions)  was 
extravagantly  and  often  fraudulently  sj>cnt,  and  a  spirit  of 
irresponsibility  in  the  use  of  t>olh  public  and  private  funds  was 
encouraged. 

But  public  aid  was  oidy  a  contributory  or  accentuating  cause 
of  the  specutatiiT  abuses  of  dte  period.  The  complete  absence 
of  government  regulation,  in  an  industry  essentially  public  in 
doncter,  allowed  the  prusecutiun  of  private  self-interest  to 
run  wild.  The  frcquciit  utilization  of  the  "construction  com- 
jaay  device,"  whereby  unscrupulous  insiders  derived  Lirge  pcr- 

dboDvercd  in  tS8,2  that  in  her  yourhful  aidor  »hc  had  given  nway  »ome 
tpOajxto  acres  niorc  than  she  posscMcd,  Shall  it  tttr  t>e  siiid,  in  the 
her  of  such  cvidMicc,  that  thcte  ci>mrooD  carriers  attr  private  coDCeni*. 
tebt  arfininislprcd  sold}*  in  the  iiilcu-at  of  holder*  o(  their  6«cliritic» ?" 
W.  Z  Ripley,   KaHrtmdi:   Rat.j  and  Reguhlian,  pp.  J&-J7. 
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sonal  gains  at  die  expcn.sc  of  the  railroad  corporations 
whose  behalf  they  were  presumably  acting  in  a  fidudai 
capacity,  was  a  practiire  essentially  independent  of  the  policy 
of  government  aid.  In  like  manner,  the  financial  mantjiulalions 
subsequent  to  the  construction  period  (involving,  in  some  in- 
stances, actual  fraud  and  corruption),  of  which  the  spectacular 
operations  of  Daniel  Drew,  Jim  Fiske,  and  Jay  (lould  in  the 
early  viciuitudrx  of  the  Eric  Railroad  are  classic  examples, 
were  S)'mptomati<!  of  a  more  deep-rooted  malady.  The  indi- 
vidualistic tcmjier  of  the  times,  the  Itosencss  of  business  stand- 
ards, the  case  witli  which  railroad  charters  were  secured  and 
the  willingness  with  which  public  privileges  were  distributed, 
the  lack  of  publicity,  the  relative  immaturity  of  the  industry, 
and  the  mistaken  policy  of  reliance  upon  railroad  competition 
for  the  safeguarding  of  public  interests,  all  helped  to  prepars] 
"the  )iarve»t  ...  for  the  daring  and  able  operator." 

5^.     Thf  Begittnings  of  Public  Control 

In  the  second  period,  between  1870  and  1887,  the  physicalj 
growth  of  the  railway  net  proceeded  at  a  more  rapid  rate 
in  Ibe  early  decades.  Itctwccn  1870  and  1880  more  than' 
40/X)0  mites  of  line  were  a<l<ied.  Much  of  this  new  milea^ 
was  constructed  in  anticipation  of  future  needs,  and  the  specu- 
lative practices  of  the  earlier  years  were  further  developed. 
The  increase  was  about  two  and  a  half  times  as  great  as  the 
growth  of  [wpulaiion.  Tlic  intense  activity  in  railroad  building 
of  the  late  sixties  continued  till  1873,  and  contributed  directly 
to  the  severe  financial  panic  of  that  year.  In  (lie  year  1872, 
immediately  preceding  the  dq>rcssion,  almost  7,400  miles  of 
line  were  constructed.  Then  followed  a  lull  in  railroad  con- 
stniction  which  lasted  till  the  return  of  more  prosperous  con- 
ditions in  1878.  The  resumption  of  activity  in  that  year  was 
the  beginning  of  an  unprecedented  period  of  railroad  building. 
Between  1880  and  189a  more  than  70.000  miles  of  line  were 
built — an  unparalleled  aciiievemeni  in  this  country  or 
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wlicre.     As  compared  with  an  average  annual  constmction  of 

iomethin];  over  two  thousand  miles  prior  to   1880,  the  new 

ileage  exceeded  6.yoo  miles  in   1881,  9,800  miles  in   1882, 

500  tniles  in  1S83,  and  reached  the  extraordinary  figure  of 

13,000  miles  in   18S7.     During  tlic  scvcniics  the  new 

lilea^  was  constructed  lai^cly   in  the  states  of   the  up]>er 

tisis.'sii^i  \-allc)';  during  the  succeeding  years  it  contributed 

large  measure  to  ihe  development  of  the  50u(liwest  and  llie 

western  states.     Besides  the  extension  of  plant,  this  period 

«-as  marked  by  a  rapid  growth  of  the  export  trade,  a  decided 

dedtitc  in  transportation  charges  which  made  this  growth  pos- 

sSile,  an  outbreak  of  railroad  rate  wars  which  led  to  these 

reductions  in  rates,  a  general  prevalence  of  discriminatory  prac- 

kccs,  a  wid<^-sp^cad  resort  to  pooling  arrangements  as  a  means 
f  checking  the  evils  of  fierce  unregulated  competition,  and  an 
[tense  speculative  activity  in  competitive  railroad  building 
"under  the  guise  of  affordii^  saliisfaction  to  the  iwpulir  outcry 
Ebr  competition  as  a  means  of  reducing  rates." 

But  from  the  standpoint  of  our  present  pur|)Ose,  the  disttoc- 

tive  characteristics  of  this  period  arc  found  primarily  in  the 

b^tonin^s  of  railroad  regulation.    The  jwHcy  of  public  aid  was 

hfi^iy  relitiqulshed,  and  a  vigorous  antagonism  against  the 

railroads   wa»  swiftly  developed.     The  public  mind  came  to 

realize  that  the  presence  of  extensive  railroad  systems  does  not 

occessarily  'cotutiuite   an  unalloyed   blessing.     It  was   recog- 

nied  that  extraordinary  powers  were  veiled  in  those  in  con- 

of  railroad  transportation,  and  that  these  powers  could  be 

cfciscd,  as  in   many  ca«s  they  were  exercised,  as  mere 

of  private  gain,  and  in  distinct  contravention  of  the 

iblic  good.     Thiif  public  hostility  was  nourished  by  industrial 

factoation  resulting  from  destructive  rate  wars,  by  the  unjust 

(Gtiribution  of  preferential  railroad  advantages,  in  rates  and 

nrriee.  to  favored  shippers  and  stralqpc  localities,  by  scanda- 

bns  Gnancial  manipulition  in  the  construction  and  management 

4/  many  of  thr  railroad  properties.     Numerous  attacks  were 

a^iiist  the  roads  because  of  excessive  railway  charges, 
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and  unmeasured  (iilmiiuitions,  thoii);!!  cssmtJally  just,  were 
dirvclcd  against  private  monopoly  control  in  aii  industry  as 
fundamrnla]  *s  railroad  transportation.  The  railroad  owners, 
largdy  eastern  and  European  capitalists,  cc3ie<l  to  be  r^arded 
as  public  benefactors,  and  became  the  targets  of  violent  denun- 
ciation. The  public  approval  of  liberal  aid  which  had  marked 
the  earlier  period  was  transformed  into  an  insistent  demand  fof 
public  regulation. 

The  impulse  toward  railroad  control  came  from  the  middle 
west.  The  railway  abuses  of  the  late  sixties  and  the  early 
seventies  were  felt  most  keenly  in  that  section  of  the  country, 
and  the  agitation  for  public  regulation  was  largely  supported 
by  concerted  efforts  in  ihc  slates  of  Illinois,  Wisconsin,  Minite- 
sota,  Towa,  and  Missouri,  The  fanners  in  these  states  regarded 
the  prevailing  high  tariffs  at  non-competitive  points  as  unduly 
oppressive,  the  burden  being  the  Iiesivier  l>ecause  of  the  decUne 
in  prices  of  agricultural  commodities;  and  tliey  demanded  llie 
establishment  of  lower  rates  for  the  iransporutton  of  their 
products  to  the  seaboard.  The  comparative  sparsity  of  the 
population,  the  relativclj'  great  length  of  the  hauls,  and  the 
intense  rivalry  for  traffic  which  resulted  from  the  over-supply 
of  railroad  facilities,  had  led  the  carriers  to  an  untrammdcd 
reliance  upon  the  principle  of  diarging  what  the  traffic  would 
bear;  and  the  practice  of  local  discrimination,  and  ihc  general 
disregar<]  of  the  element  of  distance  in  rate  adjusliAcnts,  were 
the  natural  outcome.  The  ^lation  for  relief  was  espoused  by 
the  fnrnicrii'  granges  of  these  midwcstcrn  states,  as  a  result 
of  which  the  demand  for  railroad  regidation  came  to  be  known 
as  the  Granger  Movement,  and  the  statutory  enactments  to 
which  it  gave  rise,  between  1871  and  1875,  as  the  Granger 
I^sJalion.  This  legislation  dealt  almost  exclusively  with  the 
[iroblem  of  rates.  Unreasonable  rates  and  unjust  discrimina- 
tory practices  were  prohibited  by  statute;  schedules  of  maxi- 
mum rates  to  be  observed  by  the  railroads  were  prescribed  by 
legislative  enactment ;  and  state  commissions  were  organized 
for  the  enforcement  of  the  statutory  provisions.     These  com- 
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sions,  being  clothed  with  powers  of  rate  control,  exercised 
iufhoritj-  much  broader  in  scope  than  that  possessed  by  the 
conunisuons  that  had  been  cstal>lished  tn  a  number  of  the 
ottem  state*)  for  some  decades.  The  powers  of  the  earlier  com- 
nitnons  had  been  gencraUy  limited  to  inspection  of  p)iy»cal 
plant,  collection  of  railway  statistics,  and  tnvcstif^tion  of 
iDcjged  violations  of  charter  authority  or  legislative  provisions. 
Utiile  the  Granger  Legislation  differed  in  detail  in  the  various 
iiaies,  and  while  much  reliance  was  placed  upon  direct  statu- 
iory  prescription,  so  that  the  jurisdiction  and  powers  of  these 
nldtr  commissions  were  not  nearly  as  extensive  as  those  of  Ihe 
nodem  railroad  cominissions  of  the  mamblory  Iy]»c,  the  genera] 
tenfaicjr  was  to  center  authority  in  the  newly  created  admtnis- 
Mdve  agencies. 

Bie  complete  reversal  of  governmental  policy  which  was 
nfaered  in  by  the  substitution  of  government  control  of  railway 
oUtprise  for  public  assistance  in  railway  development,  ivas 
Otdced  by  the  railroad*  on  nLiny  grounds.  By  an  appeal  to 
CBUtitudotial  limitations,  the  legal  right  of  the  stale  to  regulate 
taboad  rates  was  dented ;  violaltons  of  contraaua!  provisions  of 
ik  corporate  charters,  through  such  attempted  regulation,  was 
dvgcd :  the  statutory  enactments  and  administrative  orders  as 
laata  were  declared  to  be  subject  to  judicial  review  because 
ollhar  confiscatory  character.  But  in  a  notable  scries  of  deci- 
au,  now  known  as  the  granger  cases,  the  Supreme  Court  of 
Ac  United  States  upheld  the  legal  validit}-  of  the  new  lei^slation 
tlmry  point.  The  right  of  the  state  to  regulate  railway  rates 
nt  declared  to  be  based  upon  the  public  diaracter  of  the  rail- 
nj  lusincTSS — railroad  enterprise  constituting  an  undertaking 
^fitded  with  a  public  interest";  the  violation  of  charter 
ahority  was  denied  on  the  ground  that  grants  of  immunity 
gm  be  claimed  unless  definitely  and  specifically  conferred, 
ai  diBt  the  power  to  fix  rates  and  charges  vested  in  the  rail- 
tnds  did  not  necessarily  involve  a  renunciation  by  the  state 
«i  its  superior  rifrht  of  regulation;  the  right  of  Judicial  review 
llhngh  later  recognized)  was  likewise  categorically  denied,  on 
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the  pround  that  the  determination  of  the  reasonableness  ofj 
rates,  oni-c  the  right  to  regulate  exists,  is  a  legisbtive  and  tiotj 
a  judicial  function.* 

These  beginnings  in  railroad  reflation,  in  spite  of  tlie  re- 
laxation which  aci.'omi>anied  the  ifcriod  of  depression  bctwcenj 
1873  and  1878  in  some  of  the  slates,  wert  the  foundation  ol 
the  extensive  system  of  public  control  which  stibsequcntlj 
became  nalion-widc  and  enlisted  the  authority  of  the  federall 
govenunent  as  well  as  that  of  practically  all  the  slates.    In  1879 
the  Hepburn  Commiliee  of  the  New  York  legislature  published 
the  report  of  its  investigation  of  railroad  conditions,  and  its 
findings  served  as  a  basis  for  increased  activity  among  the 
eastern  states.    The  report  of  the  Windom  Committee  of  the 
United  States   Senate,  submitted  in   1874.   was  the  first  im-    1 
portant  step  looking  to  the  establishment  of  federal  regulation.! 
While  this  federal  investigation  was  stimulated  primarily  by 
the  outcry  against  excessive   railway  rates   which  had  been 
largely  instrumental  in  arousing  the  granger  agitation,  and  I 
while  the  conclusions  of  the  Windom  Committee  assumed  ihat-i 
the  permanent  elimination  of  railway  abuses  necessitated  thej 
encouragement  of  competition,  through  (he  development  off 
waterways  and  the  construction  of  parallel  lines  between  the' 
middle  west  and  the  eastern  seaboard — assumptions  and  recom- 
mendations later  recognized  as  out  of  harmony  with   the  I 
economic  character  of  the  railroad  industry — this  preliminary 
inquiry  proved  both  useful  and  necessary  for  the  initiation  of 
federal  regulation.    The  investigation  and  report  of  the  Cullum 
Committee  followed,  in  1886,  resuhing  in  the  passage  of  the 
Act  to  Regulate  Commerce  and  the  establishment  of  the  Inter- 
state Commerce  Commission.  V 
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The  importance  of  the  remaining  two  periods, 
to  1906  and  from  1906  to  1914,  is  to  be  found  chiefly  in  the 
development  of  the  principles  and  fn.achiner>-  of  federal  regu- 
btioD  which  constituted  the  background  of  the  railroad  prob- 
lem at  the  outbreak  of  the  Great  War.  The  facts  as  to  ma- 
terial development  may  be  stated  briefly.  The  physical  plant 
continued  to  grow,  but  at  a  much  slower  rate  than  in  the  pre- 
ceding decades.  During  the  nineties  somewhat  less  than  40,000 
miles  were  added  to  the  railway  net.  In  the  years  of  depres- 
sion followini;  the  panic  of  1893  the  average  annual  amount 
of  ocw  construction  was  Ir^s  than  2,000  miles  as  compared 
about  5/xx)  miles  at  the  beginning  of  the  decade.  With 
resumption  of  prosperity,  the  new  mileage  averaged  be- 
tween 4.000  and  5,000  miles  annually  from  igoo  I0  1914.  Tliis 
increase  in  mileage,  as  we  have  noted  in  the  preceding  chapter, 
fell  far  short  of  ihe  gtx)wth  in  traffic.  Between  1895  and  1905, 
I'or  example,  ton  mileage  increased  1 18  per  cent,  and  passenger 
tntlcage  increased  95  per  cent,;  during  the  same  period,  bow- 
ncr,  the  increase  in  railway  mileage  was  only  21  per  cent. 
Between  1906  and  1916  the  itKreasc  was  60  per  cent,  in  ton 
nuleage  and  35  per  cent,  in  passenger  mileage,  but  the  addition 
10  the  number  of  miles  of  line  was  only  16  per  cent.  In  part, 
this  retardation  in  physical  growth  of  railway  plant  was  due  to 
rmpatrcd  railroad  credit  and  to  the  increase  of  profitable  op- 
[ortunities  for  feduslrial  investment ;  in  some  measure,  how- 
ncr.  it  may  be  accounted  for  by  the  relative  adetjuacy  of  the 
main  transportation  lines.  Tlie  paramount  need  during  more 
tccent  years  has  been  for  intensive  development  of  the  railway 
ttrrice.  And  Ihli  development  has  in  fact  proceeded  at  a 
more  rapid  rate  than  the  growth  of  railway  mileage.  From 
■$90  10  1907,  for  example,  while  single  track  railway  mileage 
increased  but  40  per  ccnL,  the  increase  «-a9  130  per  cent,  in 
sfcond  track,  157  per  cent,  in  third  track,  147  per  cent,  in 
iclc,  and  130  per  cent,  in  the  mileage  of  yard  tracks 
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and  sidiiif^.  Growth  of  trackage  constitutes  but  on«  clnncnt 
in  the  intensive  development  of  the  service,  but  it  is  a  very 
important  one. 

From  the  standpoint  of  regulation,  the  years  between  1887 
and  1906,  the  third  period  in  American  railway  development, 
marked  the  first  efforts  of  the  Federal  Govcnimcnt  to  mold 
the  activities  of  the  carriers  in  the  direction  of  public  interest. 
Sole  reliance  n]>on  state  regulation  was  recognized  as  inade- 
quate. The  rapid  extension  of  transportation  facilities 
throughout  the  country  and  (he  swift  increase  of  interstate 
traffic  disclosed  the  necessity  of  centralired  railroad  control 
on  a  national  basiii.  The  old  charges  of  extortion,  because  of 
high  f reiglit  rates,  had  largely  disappeared  by  the  late  eighties ; 
but  railroad  discrimination  had  become  an  cvi\  of  menacii^ 
pro]K>rtions.  The  widely  prevalent  resort  to  personal  discrimi- 
nation, as  revealed  especially  in  the  spectacular  practices  of 
which  the  Stanctard  Oil  Company  was  the  chief  beneficiary, 
focused  public  attention  upon  the  abuses  of  unregulated  rail- 
road operation  with  dramatic  effect.  The  Cullom  Committee 
of  the  United  States  Senate,  in  its  report  of  1886,  declared 
that  "the  paramount  e\*il  chargeable  against  the  operation  of 
the  transportation  systems  of  the  United  States,  as  now  con- 
ducted, is  unjust  discrimination  between  persons,  places,  com- 
modities, or  particular  descriptions  of  iraflic."  '  And  the  grow- 
ing conviction  that  the  states  were  incapable  of  meeting  the 
situation  was  accentuated  by  the  decision  of  the  Supreme  Court 
in  the  Wabash  Case,'  which  enunciated  (lie  principle,  for  which 
binding  precedent  was  cited,  that  state  regulation  of  railroads 
must  be  confined  to  intrastate  traffic,  and  that  even  in  the  ab- 
sence of  federal  action,  no  authority  was  vested  in  the  states 
to  regulate  such  portions  of  interstate  hauls  as  might  lie  within 
their  borders.  The  major  portion  of  railway  traffic  was  thus 
free  from  control,  and  the  necessity  of  national  let^slntion 
became  urgent.    As  a  result  of  all  these  influences,  the  inter- 

*40lb  Congrcu,  txl  Suxion.  Senate  Iteporl  46. 
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ftate  commerce  act,  which  has  remained  the  basis  and  prJn- 
a\al  fntnoework  of  our  system  of  federal  railroad  regulation, 
«-as  p!afe<l  upon  the  statute  hooks. 

The  legislation  of  1887  created  the  Interstate  Commerce 
Commission  and  ostensibly  ckithed  the  commissinn  with  power 
to  establish  reasonable  rates  and  to  prevcm  discriminatory 
pactices.  The  primary  purpose  of  the  act,  and  of  the  ex- 
tensive machinery  set  up  for  its  enforcement,  was  to  curb  rate 
discriniination  and  to  check  high  tariffs.  The  numerous  otlier 
provisions  incorporated  in  the  enactment  were  subsidiary  to 
die  achievement  of  this  main  end.  Thus,  the  anti-pooling  sec- 
tion of  the  law  was  doubtless  made  part  of  the  lir^slation  in 
order  to  prevent  the  more  effectively,  by  this  indirect  means, 
llw  levy  of  excessive  charges.  In  like  manner,  the  provisions 
mjotning  ujKm  the  carriers  full  and  uniform  publicity  in  the 
csublishmcnt  and  change  of  rates,  and  vesting  in  the  com- 
mission lai^^e  powers  of  investigation  with  reference  to  the 
operation  and  management  of  the  railroads,  were  calculated 
to  rtrengthcn  the  authority  of  the  Goveniment  in  its  efforts  to 
mnove  (liscriminalioti  and  extortion.  TIk  regulation  of  ac- 
nnntfng  practices  was  likewise  intended  to  facilitate  the  dis- 
(ovcfy  and  ellmin:itiun  of  excessive  returns  and  preferential 
idjastments,  by  providing  for  the  commi.4slon  the  necessary 
kfonnation  for  effective  enforcement  of  the  public  policy  in> 
(Ofporaled  in  the  Act  to  Regulate  Commerce 

While  much  was  accomplished,  between  1887  and  1906, 
ikODgh  the  in-s(rumcniality  of  this  le^.ilation.  the  Interstate 
CbnnKrce  Commission  encountered  many  difficulties.  Some 
•I  tbem.  of  a  reUlively  minor  character,  were  met  by  speedy 
anendment  or  supplementary  legislation.  Thus,  by  an  amend- 
meol  passed  in  1889.  three  days*  notice  was  rccjuired  for  reduc- 
tions m  rates,  in  order  to  render  more  difficult  the  promulga- 
lim  of  .^o-called  "midnight  tariffs."  used  by  the  railroads  as 
1  means  of  ifranting  special  advantages  to  favored  shippers, 
in  addition  to  the  ten  days'  public  notice  of  advances  stipulated 
in  the  or^fial  act.    The  inatnlity  of  the  commission  to  secure 
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essential  testimony  in  important  investigations  led  to  tlic  enact- 
ment of  lh«  Compulsory  Testimony  Act  in  1893.  The  highly 
burdensome  delays  which,  from  the  beginning,  accompanied 
the  enforcement  of  the  commission's  orders  in  the  courts  led 
lo  the  adoption  of  the  Expediting  Act  in  IQ03.  The  Elkins 
Act  of  1903,  which  was  largely  urged  as  an  anti-trust  measure, 
in  order  to  remove  the  artificial  stimulus  to  industrial  monopoly 
provided  by  preferential  advantages  in  railroad  rates  and  serv- 
ice, and  which  received  the  approbation  and  support  of  the 
carriers  as  a  means  of  bolstering  up  their  decreasing  revenues, 
substantially  strengthened  the  law  against  discrimination  and 
thereby  increased  tlie  effectivcncsji  of  the  commission.  As  a 
result  of  the  Elkins  amendments  the  railroad  corporations  as 
well  as  their  officers  and  agents  were  made  liable  for  the  i^ant- 
iiig  of  discriminatory  privileges;  the  shippers  as  well  as  the 
carriers  were  made  >uhj«ct  to  the  penalties  provided  for  th 
violation  of  the  provisions  against  discrimination ;  the  publishc 
tariffs  were  declared  to  be  the  sole  standard  of  lawful  rate^ 
and  c\ery  departure  from  them  was  to  be  regarded  as  con 
clusix'c  proof  of  discrimination. 

But  during  the  same  period  the  Interstate  Commerce  Com^ 
mission,  through  adverse  judicial  interpretation  of  the  statute, 
was  sliorn  of  its  most  essential  powers  for  effective  adminis- 
trative regulation  of  railway  rates.  For  a  period  of  ten  years 
the  commission  had  prescribed  maximum  reasonable  rates  itt, 
lieti  of  those  which,  upon  investigation,  had  been  found  to  bo 
unjust  or  unlawful.  The  commission  had  assumed  this  author 
ity  on  the  basis  of  the  statutor)'  declaration  that  all  rates  must 
be  just  and  reasonable,  coupled  with  the  power  vested  in  it 
to  execute  and  enforce  the  provisions  of  the  statute.  In  thofl 
Maximum  Freight  Rate  Decision,  however,  rendered  in  1897, 
the  Supreme  Court  of  the  United  States  decided  "that  the 
power  to  prescribe  rates  or  fix  any  tariff  for  the  future  is  not 
among  the  powers  granted  to  the  commission,"  *  The  rate- 
making  power  of  the  commission  was  thus  effectively  de* 
'  I.  C.  C  V.  C.  N.  O.  «  T.  P.  Ry.  Ct*,  167  U.  S,  W- 
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The  very  foundation  of  the  system  of  administrative 
d  coiiirot  sought  to  be  establislied  througti  the  creation 

the  Interstate  Commerce  Commission  was  thereby  uprooted ; 
.in  ihe  absence  of  governmental  authority  to  prescribe  rea- 
Mnable  rates  for  the  future,  the  shipper  is  without  effective 
remedy  against  excessive  charges  and  the  public  is  without 
adequate  protection  against  the  abu^e  of  monopoly  power. 
The  object  of  sound  rate  regulation  is  to  e«tablt.ih  a  proper 
idjustment,  as  to  compensation  for  service,  between  the  car- 
riers and  the  public,  and  not  merely  to  rely  upon  private  redress 
for  each  specilic  injury  suffered  by  the  individual  shipper;  this 
end  was  rendered  impositible  of  attainment  under  the  court's 
iatcrpretation  of  the  commission's  nte-making  authority. 

But  the  power  of  the  commission  was  still  further  nullified 
hj  judicial  interpretation.  The  long -and -short-haul  clause  of 
die  act  of  i9Sj  was  directed  against  s  special  form  of  local 
rijnination.  It  aimed  to  prevent  higher  charges  in  i\\e 
portation  of  passengers  or  goods  "under  substantially 
sinutar  circumstances  and  conditions,  for  a  shorter  than  for  a 
looger  distance  over  the  same  line,  in  the  same  direction,  the 
dxHter  being  included  within  the  longer  distance/'  The  com- 
nitston's  interpretation  of  this  provision  had  justified  a  de- 
panure  from  tlic  long-and- short-haul  principle  only  when 
water  competition,  or  railroad  competition  not  subject  to  the 
jurisdiction  of  the  Act  to  Regulate  Commerce,  was  present  at 
the  more  distant  point.  Until  1897,  this  construction  rendered 
the  efforts  of  the  commiwiion  to  reduce  the  numerous  tnalad- 
^Btments  of  this  character  that  had  grown  up  m  the  rale 
Omcturc  reasonably  effective;  in  that  year,  however,  the  Su- 
{nme  Court,  by  holding,  in  the  Alahama  Midland  Case,  that 
the  mere  existence  of  railroad  competition  at  the  more  distant 
pGim  constituted  such  a  dissimilarity  of  circumstance*  and  con- 
ditions a«  to  justify  a  departure  from  the  long-and-short-haul 
prtncifde,  virtually  destroyed  the  power  of  the  Interstate  Com- 
nerce  Commission  to  keep  within  due  restraint  (his  objec- 
form  of  local  discrimination.    Thereafter  the  carriers 
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were  free,  without  the  consent  of  the  commission  and  without 
r^ard  to  t}>c  demands  of  public  welfare,  to  impoBC  such  dis- 
criminatory charges  wherever  their  own  financial  interests 
would  be  furthered  by  such  action.  The  combined  effect  of 
the  denial  by  the  courts  of  the  commission's  rate-making  power 
and  their  nullification  of  the  long-and -short-haul  clause  was  to 
cripple  tile  commission  very  seriously  in  its  efforts  to  enforce, 
by  specilic  order,  the  ptiblic  policy  incorporated  in  the  Act  to 
Regfulate  Commerce.  In  the  vionla  at  the  dissenting  opinion 
of  Justice  Harlan  in  the  Alabama  Midland  Case: 

"Taken  in  i-onnection  with  other  decisions  defining  the  pow- 
ers of  the  Interstate  Commerce  Commission,  the  present  de- 
cision, it  seems  to  me,  goes  far  to  make  that  commission  a 
useless  body  for  all  practical  purposes,  and  to  defeat  many  of 
the  important  objects  designed  to  be  accomplished  by  thtf 
various  enactments  of  Congress  rclatinjj  to  mterstate  com- 
merce. The  commission  was  eslalilished  to  protect  the  public 
against  the  improper  practices  of  transportation  companies 
eneaeed  In  commerce  among  the  several  states.  It  has  been 
left.  It  is  true,  with  power  to  make  reports  and  to  issue  pro- 
tests. But  it  has  been  shorn,  by  judicial  interpretation,  of 
authority  to  do  anything  of  an  effective  character.  ' 

55.    The  Dominancf  of  the  Interstate  Commerce  Commission 

The  year  1906  is  taken  as  the  beginning  of  the  concluding 
period  in  American  railway  development  prior  to  the  war,  be- 
cause through  the  Hepburn  amendments  of  th.i1  year,  and 
through  the  Mann-EIkins  Act  of  1910,  the  authority  of  the 
Interstate  Commerce  Commission  was  so  rehabilitated  and 
extended  as  to  render  the  commission  for  the  first  time,  in 
spite  of  a  number  of  important  deficiencies  which  we  shall  note 
later,  an  administrative  agency  reasonably  capable  of  regulat- 
ing the  activities  of  the  carriers  for  the  protection  of  the  public  | 
welfare. 

The  most  significant  feature  of  the  Hepburn  Act  was  the] 
restoration  of  the  rate-making  powers  of  the  commission.    Au-  | 
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tbority  to  prescribe  maximum  rates  (or  the  future,  in  Ueu  of 
those  found  to  be  unjust  or  unrcaMiiiablc,  wm  expressly  dele- 
gated to  the  commission,  so  that  its  control  over  railway 
charges  was  no  longer  purely  nominal,  or  limited  to  the  right 
of  declaring  past  rates  excessive  or  discriminatory.  Tins  rate- 
making  power  was  further  augmented  by  the  Mann-EIkins 
Act.  Tile  coinmi.ssion  was  authorized  to  suspend  rale  ad- 
vances pending  their  investigation  as  to  reasonableness.  The 
1910  Icgisialion  also  restored  the  effectiveness  of  the  long-and- 
short-haul  cbusc.  Tlirough  (he  elimination  of  the  phrase 
"under  substantially  similar  circumstances  and  conditions,"  the 
long^and-short-haul  principh:  became  absolutely  binding  upon 
the  carriers,  unless  a  departure  from  it  was  expressly  author- 
ized by  the  commission.  Funliermore,  through  the  extension 
of  the  commission's  jurisdiction,  in  the  1906  legislation,  the 
abili^  of  the  Government  to  reach  other  forms  of  discrimina- 
tion was  greatly  strengthened.  The  Act  to  Regulate  Commeree 
vas  made  af^ltcablc  to  express  companies,  sleeping-car  com- 
panies, and  pipe-lines;  the  railroads  subject  to  the  act  were 
declared  to  include  switches,  spurs,  tracks,  terminal  facilities, 
freight  dcfwts,  yards,  and  groimd»;  the  transportation  service 
to  be  regulated  was  so  deBncd  as  to  embrace  all  instrumentali- 
ties or  facilities  of  sliipment  or  carnage  irrespective  of  owner- 
ihip  or  contract.  By  these  means  the  commission  was  the 
better  able  to  curb  the  monopoly  powers  of  the  Standard  Oil 
Company  that  were  so  largely  dependent  upon  its  utilization 
of  pipe-lines ;  the  private-car  lines,  which  had  been  frequently 
sscd  for  the  purpose  of  effectuating  rebates  to  favored  ship- 
pers, came  under  the  direct  control  of  the  commission ;  the  so- 
caOed  "industrial  railroads,"  or  tap  Iitks,  which  have  served  in 
Ttccnt  years  as  agencies  of  preferential  treatment,  were 
bcodght  under  the  jurisdiction  of  the  commission's  authority. 
The  "commodities  clause"  of  the  Hepburn  Act,  by  the  terms 
of  which  it  was  made  unlawful  for  a  railroad  company  to  trans- 
port in  inters^tate  commerce  any  commodity  (other  than  timber 
Uie manufactured  products  thereof)  of  which  it  is  the  pro- 
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ducer  or  owiwr,  or  in  which  it  has  any  direct  or  indirect  in- 
terest (unless  sudj  commodity  is  both  necessary  and  intended 
for  its  own  use  as  a  common  carrier),  was  likewise  directed 
toward  the  elimination  of  object ionaUle  discriminatory  prac- 
tices. And  as  a  means  of  assisting  the  commis^tion  in  ihe  en- 
forcement of  all  (heiA  provisions  concerning  rates  and  dis- 
crimination, the  1906  legislation  conferred  upon  the  commis- 
sion authority  to  exercise  strict  supervision  of  accounting  prac- 
tices. The  general  power  of  the  commission  to  prescribe  a 
uniform  system  of  railway  accounts  was  supplemented  by 
authority  to  prescribe  the  forms  of  all  aaounis,  recordi^,  and 
memoranda ;  it  was  made  unlawful  for  the  carriers  to  keep  any 
other  accounts  or  records  than  those  prescribed  or  approved 
by  the  commission ;  and  the  commission  was  given  the  right 
of  aceess  at  all  times  to  the  accounts  and  records  of  the  car> 
ricrs,  and  to  employ  special  examiners  for  their  inspection. 

Finally,  important  cliangcs  with  regard  to  procedure  and  en- 
forcement were  introduced,  through  judicial  and  legislative 
action,  which  served  to  modify  ilic  position  of  the  Interstate 
Commerce  Commission.  It  will  be  recalled  that  in  the  granger 
cases  of  the  seventies  the  Supreme  Court  had  dented  the  exist- 
ence of  the  right  of  judicial  review;  it  had  declared  legislative 
enactments  and  administrative  orders  with  regard  to  railroad 
rates  and  charges,  once  the  right  to  regulate  was  recognized,  to 
be  final  and  conclusive.  In  subsequent  cases,  however,  the 
doctrine  of  judicial  review  began  to  emerge,  and  by  the  end 
of  the  eiglities  it  had  become  definitely  established.  "The  ques- 
tion of  the  reasonableness  of  a  rate  of  charge  for  transporta- 
tion by  a  railroad  company,"  said  the  Supreme  Court  in  1889, 
"involving,  as  it  does,  (he  element  of  reasonableness,  both  as 
regards  the  company  and  as  regards  the  public,  is  eminently 
a  question  for  judicial  iiivcsligalion,  requiring  due  process  of 
law  for  its  determination.  If  the  company  ts  deprived  of  the 
power  of  charging  reasonable  rates  for  the  use  of  its  property, 
and  such  deprivation  takes  place  in  tlie  absence  of  an  investiga- 
tion by  judicial  machinery,  it  is  deprived  of  the  lawful  use 
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its  property,  and  thus,  in  substance  and  effect,  of  the  property 
itself,  without  duf  process  of  law,  and  in  violation  of  the  Con- 
stittttion  of  the  Ur.'tcd  Stales;  and  in  so  far  as  it  is  thus  de- 
prived, while  other  persons  are  permitted  to  receive  reasonable 
profits  upon  their  invested  capital,  the  company  Li  deprived  of 
the  equal  protection  of  the  laws."  •    This  right  of  the  courts 
under  the  fourteenth  amendment  to  review  railroad  rates  es- 
tablished by  legislatures  or  commissions  led  to  the  development 
of  judicial  standards  of  rate  reasonableness.    The  "fair  value" 
and  "fair  relum"  of  the  famous  case  of  Smyth  v.  Ames," 
decided  in  1898,  were  but  the  starting-point  in  the  formulation 
of  principles  and  technique  of  railroad  valuation.    There  are 
radical  differences  of  opinion  amonj;  students  of  the  railroad 
probtem,  and  wide  divergencies  in  both  theory  and  practice 
between  courts  and  commissions,  with  r^ard  to  what  consti- 
ttrte  proper  standards  for  dctcrmininB  the  fair  value  of  rail- 
road property  by  which  the  reasonableness  of  railroad  rates 
ii  to  be  tested.    Market  value,  acttial  cost,  reproduction  cost, 
reproduction-cost-ncw-loes-depreciation,  cost   of   replacement, 
uid  many  modifications  and  combinations  of  these  standards, 
have  their  warm  adherents  among  economists,  railroad  and 
public  service  commissions,  and  in  the  courts.    T1)e  tendencies 
are  even  more  strikingly  divergent  in  the  application  of  these 
general  standards  to  particular  elements  in  the  valuation  proc- 
ess.    When  the  results  of  the  federal  valuation  of  railroad 
properties,  undertaken  by  the  Interstate  Commerce  Commis- 
ma  in  1913  and  stiU  unfinished,  are  made  available,  they  may 
serve  as  s  basis  for  formulating  legislative  and  administrative 
ttandards  of  rate  r^fulation;  for  the  present  the  dominant  au- 
thority in  matters  of  valuation,  and  hence  in  the  ultimate  basis 
of  financial  regulation,  is  vested  in  the  courts.  Neither  the  Hep- 
bum  amendments  of  igo6,  nor  the  Mann-EIkins  Act  of  tgio, 
troprovcd  the  status  of  the  commission  in  this  regard. 
Bot  other  maladjustments  in  the  relationship  between  the 
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Interstate  Commerce  Commission  and  ihc  courts  bad  arisen  be- 
twcai  1887  and  1906.  Intolerable  delays  accompanied  the 
settlement  of  railroad  rate  disputes.  The  carriers  were  free, 
under  the  original  act,  to  disrcf^rd  the  order;)  of  the  commis- 
sion until  such  orders  were  su-vLiined  by  judicial  decision;  the 
burden  was  upon  the  commission  to  take  the  necessary  steps 
for  the  enforcement  of  its  decrees ;  controversies  were  not  ter- 
minated until  finally  adjudicated  by  tlic  Supreme  Court  of  Ihc 
United  States.  Moreover,  there  was  a  marked  disposition  on 
the  part  of  Ihc  federal  courts  to  accord  independent  considera- 
tion to  the  facts  upon  which  the  commission's  orders  were 
based,  and  frequently  to  admit  new  evidence  tliat  had  been 
deliberately  withheld  by  the  railroads  at  the  original  hearing 
before  the  commission.  This  attitude  of  the  courts,  coupled 
with  a  decided  tendency  on  their  (>art  to  substitute  judicial 
discrdion  for  administrative  judgment  in  large  matters  of  ■ 
economic  policy,  scr\'cd  to  discredit  the  Interstate  Commerce 
Commission — ilimint.'ihing  its  authority  and  weakening  its  in-  1 
fluence,  The  position  of  the  commission  was  thereby  distinctly  ■ 
subordinated  to  that  of  the  courts;  the  investigation?  and  hear- 
ings of  the  commission  assumed  tlie  rote  of  preliminary  pro- 
ceedings, merely  preparatory  to  the  real  adjudication  of  rail- 
road disputes  by  the  courts. 

Many  of  these  difficulties  were  met  by  provisions  of  the 
Hepburn  Act  modifying  the  situation  with  rt^rd  to  proce- 
dure and  enforcement.  The  orders  of  the  commission  became 
binding  immediately  upon  their  promulgation,  the  burden  being 
thrown  upon  the  carriers  to  seek  relief  in  a  court  of  competent 
jurisdiction,  or  to  suffer  the  accumulation  of  penalties  pro- 
vided for  violation.  Provision  was  made  for  rebearings  be- 
fore the  commission,  sueli  rchcarings  not  necessarily  operating 
to  suspend  the  enforcement  of  the  oripinal  orders.  It  was 
provided  that  no  injunction  might  be  issued  restraining  the 
enforcement  of  the  commission's  orders  withotit  a  hearing, 
after  five  days'  notice  to  the  commission.  It  was  made  the 
duty  of  the  circuit  court,  upon  application  for  a  decree  to 
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enforce  an  order  of  the  commisflion,  to  issue  sudi  an  injunc- 
tion if  the  order  of  ibe  commission  appeared  to  have  been 
"regularly  made  an<i  duly  served."  While  there  was  no  con- 
crete enunciation  of  what  constitutes  a  "regularly  made"  order, 
ani]  hence  there  was  still  opportunity  for  the  exercise  by  the 
courts  of  a  broad  judicial  review,  subsequent  litigation,  es- 
pecially since  1910,  has  disclosed  a  marked  tendency  on  the 
part  of  the  courts,  through  their  own  interpretation  of  tliese 
provisions,  to  recognize  the  Interstate  Commerce  Commission 
as  ihc  dominant  governmental  agency  for  the  regulation  of 
iht  railroads.  There  has  been  an  umnistakable  approach  to 
At  ideal  relationship  between  the  coinmiiuion  and  the  courts, 
a  a  system  of  railroad  regulation  designed  to  be  essentially 
xlnuntstrative  in  character,  whereby  the  function  of  the  courts 
it  limited  to  determining  the  constitutionality  of  the  enact- 
ments under  which  the  commission  operates  and  restraining 
Ac  coimnitsion  within  the  scope  of  the  powers  expressly  or 
■cidentaHy  confcnxd  upon  it. 

§(S.    The  Railroad  Stains  in  1914 

Wliat,  tiien.  was  the  status  of  American  railroads  in  1914? 
The  constructive  results  may  be  summarized  very  briefly. 
From  the  standpoint  of  sjie  of  physical  plant  and  magnitude 
4f  business  operations,  a  vast  enterprise  had  been  developed 
in  the  comparatively  short  history  of  the  industry.  There  were 
■ore  than  250,000  miles  of  line  (single  track)  in  the  United 
Sale*,  constituting  more  tluOi  one-third  of  the  world's  rail- 
«y  mileage.  This  American  mileage,  in  the  striking  char- 
Werization  of  Professor  Ripley,  was  "equal  to  a  ten-track 
ailrDad  oompletety  encircling  the  globe."  The  amount  of  track- 
vgt,  Including  multiple  traclxs  and  yard  tracks  and  sidings,  ap- 
pFcoched  400.000  miles.  The  equipment  of  the  railroads  com- 
priitd  some  63,000  locomotives  and  more  than  2,500,000  cars 
of  an  kinds.  The  total  amount  of  capital  securities,  at  par.  of 
tiilrDads  having  annual  operating  revenues  above  $too,ooo, 


53        THE  AMERICAN  RAILROAD  PROBLEM 

exceeded  $20,000,000,000;  of  this  amount  of  railroad  stocks 
and  bond*,  almost  $16^00^000,000  were  outstanding  in  the 
hands  of  the  public.    While  this  capitalisation,  whether  ^oss 
or  net,  did  not  necessarily  represent  an  accurate  reflection  of 
actual  railroad  investment^  the  capitalization  of  the  net  income 
for  the  year  1914  at  5  per  cent,  would  amount  to  almost  $18,- 
000,000,000,  and  many  reliable  .students  of  railroad  conditions! 
place  the  value  of  the  railroad  properties  at  that  time  in  ex* 
cess  of  this  figure.     Such  a  capital  investment  would  about 
equal  the  total  amount  invested  in  manufactures  in  1914  andl 
would  be  second  only  to  the  aiiiniint  invested  in  apiculture.  * 
The  number  of  employees  directly  eng:igcd  in  railroad  trans- 
portation  was  about   1,700,000,   and   their  a(;]rregalc  annual 
compensation  exceeded  $i.373.ooo/kx>,     Statistics  of  traffic^ 
and  of  revenue  from  operation  are  equally  impressive,    Thef 
total  ton  milca)^  of  revenue  freiBbt,  the  number  of  tons  of 
revenue  freight  carried  one  mile,  excce^lcd  288.3  billions.    The 
passenger  milcaRe,  tlic  number  of  passcnRcrs  carried  one  mile, 
exceeded  35.2  billions.    The  total  Ofwrating  revenues  were  $3,- 
047,019,908;  the  total  operating  expenses  were  $2,200,313,159; 
the  net  ojtcrating  revenue  was  $8+6,706,749.    A  mere  recital  of    . 
these  bare  facts  affords  sufficient  evidence  of  the  extensive 
character  of  the  railroad  induslr>-  at  the  outbreak  of  the  war.      _ 
From  the  standpoint  of  rcgjiLiUon.  the  significant  achie\-e>f 
ments,  described  in  some  detail  in  the  preceding  pages,  may 
likewise  be  stated  in  few  words.    The  public  character  of  rail-C 
road  transportation  was  cicfitiilively  rccognircd,  and  the  right  f 
of  the  state  to  regulate  the  railroads  was  clearly  established.'' 
The  inherent  evils  and  inevitable  abuses  which  flow  from  un- 
restrained competition  or  unregulated  monopoly  in  the  railroad  j 
industry  had  impressed  upon  the  public  mind  the  urgent  need 
of  exercising  this  goveninwntal  authority.     Accordingly,  aj 
comprehensive  system  of  railroad  regulation  was  developed^ 
both  by  the  slates  and  by  the  federal  government.     Because  i 
American  commercial  and  industrial  enterprise  is  predomi- 
nantly national  in  character,  the  Interstate  Commerce  Commis> 
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skm  came  to  bold  the  chief  place  in  this  system  •of  railroad 
reflation.  Wltile  a  large  mass  of  federal  ntid  slate  legislation 
limed  to  impose  direct  restraints  upon  the  activities  of  the 
carriers,  and  while  the  very  existence  of  the  Interstate  Com- 
merce Commission  and  of  (he  state  railroad  commis»ions.  as 
«dl  as  the  scope  of  their  jurisdiction  and  powers,  was  de- 
pendent upon  stalutor>-  enactment,  legislative  regulation  was- 
idbordtnaled  to  a<iministralive  control.  In  like  manner,  while 
the  constitutional  validity  of  the  enactments  of  the  Iccislaturcs 
ik1  of  the  orders  of  the  commissions  was  dependent  u|)on  the 
dedsionj  of  the  courts,  am)  while  the  courts  were  unqucstion- 
lUy  clothed  with  power  to  invalidate  such  of  (he  commissions' 
orders  as  fell  without  the  scope  of  llie  powers  conferred  upon 
dmn,  judicial  authority  in  railroad  refj:ulation  was  likewise 
■Aordinaled,  in  most  respects,  to  administrative  control.  It 
bd  come  to  be  recognized  that  both  the  punitixc  methods  of 
judicial  regulation  and  tlie  spasmodic  and  inRexibIc  methods  of 
kgislativ-e  n^btion  were  ineffective.  Only  through  the  con- 
timous  and  constructive  activities  of  administrative  commis- 
mm  could  such  an  adju-itment  of  the  relationship  between  the 
arriers  and  the  people  be  secured  as  would  afford  an  adequate 
pUectioa  for  private  rights  and  a  proper  safeguard  for  public 
iaieretts.  And  it  had  been  found  necessary  to  clothe  these 
vfcnhiistrativc  commissiom  with  plenary  powers.  Hence  the 
[dlerstate  Commerce  Commission  and  the  slate  railroad  com*- 
loiMKms  were  of  the  mandatory  type.  They  possessed  exten- 
BTc  authority  to  enforce  reasonable  rates  and  to  prevent 
discriminatory  practices. 


Bvt  this  development  had  not  been  accomplished  witlMul  the 
ptnistencc  of  some  incoti|istctKie3  and  many  inadequacies  in 
Ae  system  of  railroad  re^ilation.  While  regulative  effort,  in 
note  respects,  was  proving  unduly  burdensome  and  unncces- 
arily  restrictive,  certain  important  public  phases  of  the  rail- 
tgnl  problem  were  left  ahogclher  unregulated.    The  results 
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pointed  lo  a  douWc  necessity :  to  both  a  loosening  and  a  tight- 
cning  of  the  governmenlal  reins.  These  shoncomings  made 
the  nwre  difhrult  the  tasks  involved  in  the  war  administration 
of  the  railroads,  and  rendered  (he  more  urgent  the  need  of 
readjustment  followir^  the  war.  They  will  be  accorded  further 
consideration  in  subsequent  chaiitcrs.  when  wc  undertake  to 
formulate  the  essentials  of  reconstructive  policy;  at  this  point 
we  shall  present  but  a  brief  survey  of  the  character  of  the  out- 
standing difficulties. 

In  the  fijsLnlace.  a  number  of  Icj^  obstacles  to  railroad 
cooperation  had  been  established  that  run  counter  to  the  natural 
functioning  of  the  railroad  industry.  The  prohibition  of  pool- 
ing arrangements,  as  incorporated  in  the  original  Act  to  Regu- 
late Commerce,  and  the  prevention  of  rate  agreements  and 
railroad  consolidations,  under  the  judicial  interpretation  of  the 
Sherman  Anti-Trurt  Act,  were  the  more  important  of  these 
obstacles.  Pooling,  whether  of  traffic  or  revenue,  has  been 
resorted  to,  for  the  most  part,  as  a  means  of  eliminating  rate  _ 
wars,  of  preventing  discrimination,  and  of  preserving  the  sta-fl 
bility  of  railroad  income.  These  are  all  highly  desirable  ends, 
from  the  standpoint  of  the  public  interest  as  well  as  for  the 
protection  of  the  carriers.  With  the  prohibition  of  pooling 
arrangements  in  1887,  the  railroads  reverted  to  simple  rate 
agreements  to  achieve  these  ends.  These  agreements  were 
designed  to  maintain  a  reasonable  level  of  rates  and  charges, 
to  establish  service  standards,  and  to  promote  cooperation 
among  the  carriers.  When,  in  1897.  the  Supreme  Court  of  the 
United  States  declared  such  agreements  lo  fall  within  tlie  pro- 
hibitions of  the  Sherman  Anti-Tnisl  .•\ct,  the  roads  were  com- 
pelled to  resort  to  formal  consolidation,  either  through  the 
instrumentality  of  holding  com]>anies,  or  by  means  of  loi^- 
time  leases  and  inicrcorporatc  stock  ownership.  ITirough  con- 
solidation the  independence  of  the  constituent  companies  is 
destroyed,  in  all  matters  of  finance  and  operation,  as  well  as  in 
the  adjustment  of  rates  and  service.  Cooperation  is  complete; 
unity  of  interest  is  established.    In  the  years  following  1897^ 
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therefore,  because  of  the  iUegality  of  informal  raettwds  of 
cooperation,  tlic  movement  toward  railroad  conwlidalioii  was 
dxtormany  stimulated.     But  this  tendency,  too,  was  checked 
through  legal  con<leninatio«i.    Tlie  prohibitions  of  the  anii-lnist 
ad  were  not  only  held  to  be  applicable  to  the  railroads,  but 
vtTc  interpreted  lo  include  all  prohibited  restraints,  whatever 
the  form  or  method  through  which  they  may  be  achieved.    The 
dissolution  of  tlie  Great  Northern- N'ort hern  Pacific  combina- 
in  1904  and  of  the  Union  Pacific-Southern  Pacific  merger 
tgia  arc  outstanding  illustrations  of  this  policy.    Ah  a  result, 
:  only  means  of  cooperation  open  to  the  railroads  was  to  rcty 
informal  committees  and  trafiiic  associations,  whose  "sug- 
ecstkms"  as  to  rates  and  service  practices,  when  financial  ad- 
Taittage  was  not  thereby  jeopardised,  were  generally  followed. 
Uptm  this  makeshift  for  unification,  possessing  no  legal  valid- 
ity, the  stability  of  the  rate  structure  and  the  coordination  of 
facilities  were  made  to  depend.     In   1914,  therefore,  at  die 
threshold  of  the  war  emergency,  the  roads  weix:  not  in  a  position 
lo  adopt  effective  cooperative  measures.    It  was  illegal  (o  pool 
freight  or  revenue,  in  order  to  establish  <Iircct  routing,  elinu- 
^^nte  unnecessary  passenger  service,  or  make  tiie  fullest  use  of 
^^■vaibbk;  equipment :  and  it  was  financially  disailvantageous,  in 
^Briew  of  the  large  number  of  competitive  railroad  systems,  to 
fP^rovide  a  unified  trattsportatiott  service. 

I  The  persistence  of  cooperative  efforts  of  varying  degrees  of 

effectiveness  throughout  the  history  of  American  railroads  is 
gmunded  ia  ihc  very  nature  of  the  railroad  industry.    Because 
of  fundamental  physical  and  economic  characteristics  the  rail- 
mad  business  t^  naturally  monopolistic.    In  view  of  the  mngni- 
tude  of  the  initial  investment  and  the  time-consuming  process 
of  railroad  construction,  competition  ts  slow  to  arise.    When 
il  does   arise,  its  chief  influence  becomes  operative  only  at 
l^^unction  points.     Even  at  these  points,  it  tends  to  be  (Mily  of 
^Hfmporary  duration,  containing  within  itself  the  germs  of  its 
^fkwn  (festruclion.    Railroad  operations  are  subject  lo  increasing 
^Bcbims,  and  slimuUile  an  abnormal  desire  for  traffic;  railroad 
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services  sre  rendered  very  largely  at  joint  cost,  and  obscure  the 
profiublc  limit  of  rate  reduction;  railroad  plant  is  highly 
tpcciali»d,  and  renders  impractical  an  abandonment  of  the 
field.  Competition  between  railroad  corporations,  therefore, 
tends  to  become  unduly  keen  and  severe,  cut-throat  in  method 
and  self-destructive  in  rcsuh.  Resort  to  cooperation  becomes 
,  natural  and  inevitable.  It  is  but  a  reflection  of  the  monopolistic 
[character  of  the  railroad  industry,  and  serves  to  protect  the 
[public  against  itic  nil  effects  of  rate  fluctuations  and  discrimi- 
^natory  practices.  The  very  fact  of  railroad  regulation  consti- 
tutes a  tacit  acceptance  of  this  doctrine.  Competition  cannot. 
be  reUed  upon  to  safeguard  the  public  interest;  the  conscious 
exercise  of  public  authority  must  be  invoked.  Railroad  trans- 
portation is  "affected  with  a  public  interest"  very  largely 
because  of  tliis  natural  tendency  to  virtual  monopoly;  an*]  the 
mulliludinous  principles  and  elaborate  machinery  of  regulation 
arc  designed  to  provide  safeguards  against  the  abuse  of  monop- 
oly power.  But  by  invalidating,  through  legislative  enactment 
or  judicial  construction,  the  various  cooperative  efforts  of  the 
railroads  sketched  in  the  preceding  paragraph,  the  law  adopted 
a  policy  logically  inconsistent  with  its  own  attitude  in  exercising 
public  control,  and  practically  subversive  of  ttie  nomul  func- 
tioning of  railroad  enterprise.  Enforced  competition  was  im- 
^posed  upon  an  industry  assumed  to  be  naturally  monopolistic 
llale  wars  were  discountenanced  ai>d  discriminatory  practices 
were  prohibited,  but  the  conditions  fundamentally  responsible 
for  these  evils — the  exigencies  of  railroad  competition — were 
Iq[an]r  stimulated.  1'hc  fear  of  unregulated  monopoly  might 
well  lead  to  such  a  policy.  But  with  extensive  powers  of  con- 
trol vested  in  administrative  commissions,  there  was  no  danger 
that  the  legalization  of  pooling,  for  example,  would  lead  to 
excessive  rales  or  public  exploitation.  The  conditions  of  co- 
operation might  themselves  be  subjected  to  the  supervision  of 
the  same  governmental  authority  that  was  clothed  with  rate- 
making  power.  The  anomalous  character  of  the  situation  and 
the  need  of  relief  had  long  been  recognized,  but  at  the  outbreak 
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of  the  European  war  both  the  railroads  and  the  public  were 
<til]  laboring  under  the  handicap  imposed  by  these  lega]  obsta- 
cles to  necessary  and  beneficial  railroad  cooperation.  , 

Segondly.  the  rate-making  policy  of  the  Interstate  Commerce 
Commtssion,  because  of  the  absence  of  definite  legislative  Mand- 
vis,  bad  failed  to  safeguard  the  credit  of  the  carriers  and 
attract  into  the  railroad  industry  3  jniflk'ient  How  of  capital  for 
Ibc  proper  maintenance  and  development  of  the  transportation 
KT^'kc.  This  policy  had  grown  up,  in  piece-meal  fashion,  to 
Drel  the  exigencies  of  changing  conditions  and  to  combat  the 
effects  of  specific  evils.  Since  the  railroads  had.  from  the  be- 
pnoiog,  manifested  able  and  vigorous  antagonism  toward 
tquhtive  effort,  the  activities  of  legislatures  and  commissions 
were  confined  very  largely  to  restraining  railroad  abuses,  rather 
dun  to  formulating  a  constructive  program  for  the  cstablii^h- 
omt  of  a  just  and  stable  relationship  between  the  public  and 
the  carriers.  Tlie  concepts  of  "fair  value"  and  "tair  return" 
vcre  being  laboriously  developed  by  courts  and  commissions 
throi^  private  litigation,  while  the  law-making  bodies  re-  1 
Etained  from  enunciating  the  concrete  principles  and  standards  | 
vfaich  alone  could  render  public  policy  in  rate  regulation  rea-  | 
sgnably  definite  and  effective.  The  Interstate  Commerce  Com- 
oisdon  was  saddled  with  the  responsibilit>'  of  fashioning  these 
standards  as  well  as  of  applying  them ;  yet  the  doctrine  of 
aM^Kstion,  necessarily  enforced  by  the  courts  with  3  very 
nosarable  degree  of  flexibility,  subjected  its  orders  to  the 
tmcCTtainlies  and  vicissitudes  of  judicial  review.  I'he  policy 
of  ibc  commission,  even  when  positive  in  tone  and  constructive 
IB  content,  was  bul  a  preliminary  and  "advisory"  expression  of 
the  pfinctples  of  fair  value  and  fair  return  that  should  govern ; 
tlK  final  dctcrnitnations  of  the  courts  (because  rate-making, 
i5pite  of  these  difficuhics,  is  admittedly  a  legislative  and  not  a 
^pdBtal  function),  were  inevitably  negative  in  character.  The 
titiBlioa  was  chaotic.  The  limitations  upon  private  profit  in 
nibtu]  eotcrprisc  were  vague  and  undclincd;  the  minimum 
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return  of  whicli  capital  could  not  be  kgitimatcly  deprived  was 
concretely  ascertainable  only  after  prolonged  litigation. 
•{      As  a  result  of  tbe«  circumstances,  the  rale  policy  of  the 
Interstate  Commerce  Commission  came  to  be  regarded  as  un- 
duly rcsj^rictivc.    The  railroad  executives  protested  against  it  ^ 
as  unwise  and  inequitable;  the  private  investor  manifested  his-l 
reaction  by  neglecting  th«  railroad  field.    Whether  or  not  these 
judgments  were  just  is  of  no  immediate  concern.     That  de- 
pends,  as  we  have  uitimatcd,  upon  the  principles  of  fair  value  M 
and  the  standards  of  reason]) Me  return  wliich  ought  to  prevail 
in  the  light  of  the  essential  purjioscs  of  public   regulation. 
But  that  the  prevailing  rate  policy  had  a  harmful  effect  upon  ■ 
the  railroad  industry  cannot  be  questioned.     After  the  Inter- 
state Commerce  Commission  was  clothed  with  power  to  sus- 
pcnd  rate  advances  in  1910,  the  carriers  foimd  it  increasingly  ■ 
difficult  to  augment  their  revenues,  in  spile  of  ihe  gradual 
advance  in  operating  expenses  and  taxes.     !n   the  tivc-year 
period  between  1910  and  1914.  operating  expenses  mounted 
from  $7,658  lo  $8,944  per  mile  of  hnc ;  taxes  increased  from 
$436  to  $572  ])er  mile  of  line:  net  operating  revenue  shrank 
from  $3,895  to  $J,443  per  mile  of  line.    Petitions  for  rate  ad- 
vances,  after   prolonged   investigation,   were   cillwr   entirely 
dented  or  ihe  allowances  were  reduced  lo  nominal  amounts,  so 
that  the  railroads  were  neither  able  to  secure  new  capita)  j 
readily    and    advantageously,    nor    in    a    position    to    meet  I 
their  needs  out  of  earnings.    The  growth  of  bonded  indebted- 
ness was  a  concrete  manifestation  of  these  financial  difficulties.  1 
Tlie  percentage  of  bonds  to  total  capitalization  increased  from 
49  per  cent,  in  1900  to  57  i«r  cent,  in  1914.    The  gciieral  result 
was  an  increasingly  burdensome  discrepancy  between  growth  of<| 
traffic  and  expansion  of  railroad  plant  and  equipment,  and  a ' 
wide-spread  recognition  that  the  railroads  were  proving  in-j 
capable  of   rendering  adequate  transportation  service.     The} 
essential  facts  establishing  this  discrepancy,  and  reliable  judg- 
metils  as  to  the  extent  of  the  physical  and  financial  needs  of  the  1 
railroads,  were  presented  in  some  detail  in  the  preceding  chap- 1 
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At  this  point  it  is  but  necessary  to  note  that  the  rate  policy 
of  the  Interstate  Commerce  Commission  was  commonly  re- 
garded, in  1914,  as  unduly  reslfidive.  that  this  estimate  did  in 
fact  lead  jo  the  impaipncnt  of  jailruad  jradh.  and  that  the 
American  railroad  svMem  way  fli''1fT  *"  '-"""""''y  increasing 
measure  ttj  n^ect  the  prowiniir  iran^pofifliinin  nf&A<  of  Ihe  coun- 
try. Under  these  condition^  Ihe  extraordinary  tasks  of  the  war 
period  were  approached. 

Finally,  among  the  outstanding  positive  defects  of  the  prin- 
ciples and  machiner>'  of  regulation  to  which  the  railroads  were 
iubject  at  the  outbreak  of  the  European  war,  was  the  un- 
conscionable burden Jmpo-ied  npon  the  transportation  system 
throofih  the  exercise  of  c"»ifnai"fl  :"irl  .-.^iiflWing  authority  by 
the  nation  and  ih^  states.  It  was  an  almost  impossible  task 
for  the  railroads  to  comply  with  the  dictates  of  forty-nine 
{oveiiiiiiental  masters.,  each  dominated  by  ils  distinctive  con- 
ception of  the  demands  of  public  interest,  and  at  the  same  tinw 
to  administer  successfully  the  trust  reposed  in  them  by  the 
private  owiKrs  of  the  transportation  properties.  Impairment 
of  the  railroad  servke  was  the  natural  outcome,  and  the  public 
users  of  that  service  suffered  the  unavoidable  pciiahics  resulting 
(ram  the  maladjustmenl.  The  soiiree  of  the  dlffioilty  is  to  be 
foimd  in  thc_ilual  form  of  our  ffnyirtimfi^ti^j  grpnlzntim^ 
de  from  the  limitation  of  due  process,  the  nation  and  the 
ates  are  each  supreme  in  its  acknowledged  field  of  activity. 
Their  respective  jurisdiction  in  railroad  rqjulation,  therefore, 
is  but  part  of  tlic  larger  (lucslion  of  the  constitutional  distribu- 
^  tkm  of  power  between  the  central  and  local  authorities.  Since 
^Hbe  power  of  the  federal  government  is  confined  to  the  re^Ia- 
^Hnon  of  interstate  commerce,  and  since  the  Act  to  Regulate  Com- 
^pwrce  specifically  excluded  intrastate  traffic  from  the  jurisdic- 
^^tion  of  the  Interstate  Commerce  Commission,  the  state  assem- 
b&esand  railratd  commissions  formulated  a  mass  of  legislative 
enactments  and  issued  a  large  body  of  administrative  orders 
for  the  regulation  of  carriers  conducting  transportation  within 
tlnr  territorial  limits.    The  regulations  of  the  various  states 
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were  frcquciilly  in  conflict  with  each  other  and  with  (he  re- 
'quiremcnts  of  the  federal  govemnvent.  The  varict>-  of  stipula- 
tions with  regard  to  safety  devices,  operating  practices,  and 
financial  supervision  resulted  in  confusion  and  unnecessary 
expense.  Safety  appIiaiKcs  were  often  duplicated  by  roads 
crossing  state  lines;  unusually  large  tiews  were  frequently 
carried  because  of  abnormal  full  crew  laws;  stringent  financial 
requirements  were  either  evaded  ihrougti  ingenious  means  or 
served  to  dam  up  the  flow  of  capital  into  particular  localities. 

But  the  most  difficult  problem  resulted  from  the  conflict 
between  state  and  federal  authority  in  the  ri^lalion  of  rales. 
The  right  of  the  states  to  prescribe  intrastate  rates  was  unques- 
tioned; the  power  of  ibe  Interstate  Commerce  Commt&sion  to 
fix  interstate  rates  was  finally  established  with  equal  certainty. 
It  was  not  feasible,  however,  for  purposes  of  rate  rcgubtion, 
to  accept  absolutely  the  traditional  distinctions  between  intra- 
state and  interstate  commerce.  Most  American  railroads  carry 
both  intrastate  and  interstate  traffic,  and  the  conditions  of  trans- 
port and  the  exigencies  of  market  competition  arc  such  as  to 
render  both  ineffective  ainl  burdensonte  any  delimitation  of 
jurisdiction  along  purely  territorial  lines.  The  artihctal  politi- 
cal lines  which  M^paratc  ttie  states  of  the  American  union  bear 
no  essential  relationship  to  the  natural  channels  of  industrial 
aclivit)'  ai»d  commercial  intercourse.  Moreover,  aside  from 
tlie  inevitable  fusion  of  local  and  national  interests  in  the  de- 
velopment of  the  railroad  rate  structure,  many  of  tlie  states 
utiluKd  their  power  over  intrastate  rates  as  a  deliberate  means 
of  securing  economic  advantage  for  themselves  at  the  expense 
of  cont^ious  states  and  competitive  producers  engaged  in 
interstate  commerce.  Both  directly  and  indirectly,  therefore, 
the  adjustment  of  intrastate  rates  exerted  a  powerful  influence 
upon  tlK  reasonableness  and  adequacy  of  the  interstate  rate 
slnirturc.  It  liecame  iir||;cnt!y  necessary  to  snliordinate  terri- 
torial to  functional  considerations  in  the  delimitation  of  juris- 
didion  lietwcen  the  nation  and  the  stales ;  and  the  rate-making 
ft^fundion,  because  of  the  complexity  and  specialised  character 
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of  our  ecoDomic  organUatkin,  came  to  be  rect^ni/ed  as  inhei^ 
ently  luitional  in  scope,  to  be  centralized,  as  far  as  dominant 
control  is  concerned,  in  the  Itands  of  the  Interstate  Commerce 
Commission.    Considerable  proj^css  in  this  direction  lias  been 
9Khte\-cd  in  recent  years  through  judicial  decision.     In  the 
Minnesota  Rate  Case  of  1913,"  involving,  among  other  hnpor- 
tant  issuer,  the  conslitutionality  of  certain  intrastate  rate  rcduc- 
lions  on  the  ground  of  their  interference  with  interstate  cora- 
uierce  (becau.'te  of  their  indirect  influence  upon  the  prevailing 
interstate  rates  to  border  cities  in  the  neighboring  states  of 
Wisconsin  and  North  Dakota),  the  Supreme  Court  of  the 
L'nited  Slates  declared  that  Congress  possessed  the  power  to 
regulate  even  intrastate  rates  in  so  far  as  ihcy  burden  interstate 
conuDcrce.    Ahhougli  the  <leci3ion,  in  tliis  particular  case,  up- 
held the  validity  of  the  state  rates,  because  of  the  absence  of 
Gmgressional  action  with  regard  to  them,  the  right  to  ccntrai- 
m  dominant  rate  control  in  the  Federal  Government  was 
dearly  recognized.    And  in  the  Shrcvcporl  Case  '■  of  the  fol- 
bwbg  )Tar.  involving  an  actual  conflict  between  the  Interstate 
Commerce  Commis»on  and  the  Texas  Railroad  Commission 
iriih  regard  to  certain  rates  applicable  to  points  entirely  within 
the  state  of  Texas,  the  Supreme  Court  upheld  the  contention  of 
the  Interstate  Commerce  Commission  that  these  rates  were 
rfisaiminatorj-  a^rainst  competing  pl-ices  in  the  state  of  I.OMisi- 
ana,  and  hence  constituted  an  indirect  interference  with  inter- 
sttle  commerce.     But  while  these  decisions  were  gradually 
tsiabh^itng  the  dominance  of  Federal  Control  in  rate  regida- 
litm,  the  process  was  slow  and  laborious,  and  numerous  critical 
conflicts  continued  to  burden  the  normal  development  of  the 
QJIroad  tariffs.    The  total  result  of  this  diffusion  al  responsi- 
bfity  in  railroad  rcguLition  was  to  increase  the  <Iifficulty  and  ex- 
pense of  operation,  accentuate  the  maladjustments  in  the  rate 
ttnicturc,  weaken  the  power  and  influence  of  the  Interstate 
Commerce  Commission,  and,  through  its  effect  upon  earnings, 
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to  intensify   tl>e  inipairnicnt  of   railroad  credit   and  the 
adequacy  of  the-  IransjHtrt^ition  service. 

These  positive  slionroniitif^  were  fundamental  and  far- 
reaching;  (hey  increased  the  difficulties  of  the  impending  task 
of  the  war  adminiMtratton  of  the  railroads,  and  called  for  the 
speedy  adoption  of  remedial  measures.  But  there  were  also  a 
number  of  important  ncpalivc  defects,  the  elimination  of  which 
necessitated  the  enactment  of  constructive  legislation.  The 
more  important  phases  of  the  railroad  problem  that  had  been 
left  entirely  unregulated,  or  in  the  regulation  of  which  the 
merest  b^nniiigs  had  been  made,  especially  by  the  Federal 
Government,  were  capitalization,  service,  and  labor.  ■ 

The  Interstate  Commerce  Commission,  although  it  had  fre- 
quently asked  for  authority  over  railroad  capitalization,  pos- 
sessed no  power  to  regulate  security  issues.  This  lack  of 
authority  rcnd«red  more  difficuh  the  exercise  of  its  rate-making 
powers,  and  tended  to  obscure  the  relationship  between  rail- 
road investment  and  transportation  earnings.  Moreover, 
made  possible  the  "horrible  examples"  of  financial  manipul 
tion  in  the  railway  field  which  have  become  classic,  and  helped^ 
to  lend  color  to  the  wide-spread  opinion  that  the  railroads  were 
very  generally  overcapitalized.  These  circumstances,  as  well 
as  the  prevniling  belief  that  the  rate  policy  of  the  Interstate 
Commerce  Commission  was  unduly  restrictive,  served  to  undcr- 
miiK  the  financial  position  of  the  railroads  and  impair  their 
credit.  The  regulation  of  security  issues  by  tlic  states  did  not 
provide  an  adequate  measure  of  protection  either  to  the  rail- 
roads as  a  whole  or  to  the  general  public.  Only  for  little  Rtore 
tlian  a  decade  have  such  financial  powers  been  vested  in  the 
state  railroad  or  public  utility  commissions ;  and  even  now  only 
about  oi>e-haIf  of  the  states  exercise  such  authority.  In  many 
cases,  therefore,  it  was  still  possible  for  the  roads  to  enjoy 
untrammeled  freedom  in  the  issuance  of  securities — the  legal 
condemnation  of  aduaLfraud  constituting  practically  the  only  la 
limitation  upon  financial  looseness;  while  in  many  otiier  cases»i| 
as  a  result  of  the  existence  of  stringent  and  sometimes  conHict- 
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log  financial  requirements,  the  carriers  were  subject  to  the 
Ix  burden  imposed  by  a  variety  of  masters.  Because  public 
control  over  the  issue  of  securities  strengthens  the  regulation  of 
nilroad  rates  and  transportation  service,  and  because  raitrond 
enterprise  is  predominantly  nnlional  in  character,  the  need  for 
centralization  gf  authority  in  the  Imcratatc  CcuuniEice  _Coin- 
Bu^on^as  widely  recognized  and  earnestly  advocated. 

The  regulation  of  service  was  likewise  n^lected  in  very 
hi^  measure  by  the  Federal  Government.    It  was  limited,  for 
the  most  part,  10  safety  appliance  acts,  establisliing  express 
itaDdsrds  for  safety  of  operation,  and  clothing  the  Interstate 
ComnKree  Commission  with  power  to  enforce  them,  and  to 
extend  their  applicability  as  changing  conditions  might  war- 
nU.    The  problem  of  the  adequacy  of  the  transportation 
xrvic«  received  very  little  attention.    As  a  result,  periodic  car 
sbortages  had  been  recurring  during  tlic  past  two  decades,  and 
oengestion  at  terminals  was  a   frequent  cause  of   industrial 
iSfficuIly.    Through  the  pn-ssure  of  competition,  shippers  were 
treated  with  unreasonable  liberality,  and  wasteful  service  prac- 
tices were  allowed  to  crystallize  into  established  routine.    Even 
in  time  of  urgent  public  need,  the  utili2,-kli^i  of  plant  and  equip- 
Dcnl  was  determined  almost  exclusively  by  reference  to  legal 
ownership  and  corporate  advantage.     It  was  beyond  the  au- 
thority of  llic  Interstate  Commerce  Commission  to  require  the 
psoltng  ofe^uipment,  or  the  joint^usc  of  facilities,  in  order  that 
the  DalionaTrailway  plant  might  be  fully  utilized  to  meet  public 
needs.     These  conditions   were  distinctly  detrimental  to  the 
transportation  service.     Their  effect  was  rcali/ed  most  strik- 
ingly during  the  war  period,  when  an  unprecedented  traffic 
burden  was  imposed  upon  the  railroads  and  the  necessity  of 
imviding  adequate  service  was  of  paramount   national  im- 
pnlaooe. 

And  the  Igbor  interest,  in  spite  of  its  cnicial  significance  in 
ibt  proper  functioning  of  the  railroad  industry,  was  also 
hrgdy  outside  tlie  field  of  railroad  regulation.  Railroad 
wifft,  ahhough  they  constitute  the  largest  single  item  in  the 
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operating  expenses  of  the  carriers,  wen;  subiect  to  the  super- 
vision of  neither  the  Interstate  Commerce  Commission  nor  of 
any  oilier  puWic  agency.  The  dominant  purjKJsc  of  fnicral 
rcpilatioti  was  to  secure  a  proper  adjastment,  both  absolutely 
and  relatively,  of  railroad  rates  and  cliarges,  but  the  relation* 
ship  between  rales  and  wages  was  etitirely  neglected.  Work- 
ing conditions  among  railrosd  workers  were  left  for  private 
settlement  between  the  carriers  and  their  eniployefr*,  although 
these  conditions  exert  an  important  influence  upon  the  safety 
of  railroad  operation.  Moreover,  the  absence  of  public  safe- 
guards against  the  exploitation  of  railroad  employees  Ihrcmgh 
inadequate  wages,  and  agiitnst  their  demoralization  through 
the  tnaintcnance  of  unsatisfactory  working  conditions,  in- 
creased the  tendency  to  labor  disputes  and  the  danger  of  dis- 
ruplion  of  the  iranjporlation  service.  Nor  was  the  existing 
machii>cry  for  the  settlement  of  such  disputes  either  adequate 
or  cflfective.  The  extraordinar)-  measures  resorted  to  in  the 
fall  of  1916  in  order  to  avert  the  disastrous  consequences  of 
a  nation-wide  railroad  strike  disclosed  unmistakably  the  need 
of  a  conatrucrive  policy  for  the  adjustment  of  the  railroad  labor 
problem. 

With  the  transportation  system  so  developed  and  so  regu- 
lated, the  railroads  were  called  upon  to  meet  the  emergency 
of  the  Great  War.  The  succeeding  three  chapters  attempt  to 
describe  the  problems,  policies,  activities,  and  results  whkh 
emerged  in  the  war  administration  of  the  railroads. 
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CHAPTER  III 


PMVATK  WAR-TIMB  OPHIATIOH 


The  United  States  became  3  partici(>ant  in  the  Great  War 
April  6,   1917.     President   Wilson's  proclamation  taking 
possession  of  the  railroads  was  not  issued  till  December  26, 

1917.  and  Federal  Control,  for  all  practical  purpo«s,  dates 
from  January  i,  1918.    Between  April  6,  1917,  and  January  t, 

1918,  American  railroads,  in  spile  of  th«  war  emergency,  con- 
tinued to  l>e  operated  by  their  private  ovmers.  This  period 
constitutes  an  important  chapter  in  the  history  of  the  war 
administration  of  the  railroiids..  The  experience  of  these  nine 
months  of  private  operation  emphasized  the  shortcominus  of 
our  transportation  structure ;  disclosed  the  ncccssitj'  of  Federal 
Control;  and  foreshadowed  the  essential  policies  and  activities 
of  the  period  of  government  operation.  The  railroad  adj'iist- 
neot  foUowtrg  the  termination  of  Federal  Control  was  like- 
wiM  influenced  by  the  problems  and  difliculties  encountered 
dnrine  these  months  of  private  operation-  An  adequate  dc- 
xriplion,  therefore,  of  the  war  administration  of  the  railroads, 
whether  it  be  treated  as  a  mere  historical  survey  of  one  aspect 
of  the  war  effort,  or  as  a  determining  factor  in  the  molding 
of  permanent  railroad  policy,  must  neceswrily  be  divided  inio 
t»o  distinct  periods :  the  period  of  private  operation,  between 
April  6.  1917,  and  January  1,  1918 ;  and  tVie  period  of  Fetleral 
Control,  between  January-  i,  1918,  and  March  i,  1930.  It  is 
(he  purpose  of  the  present  chapter  to  describe  the  war  oi^an- 
imion  of  the  railroads  during  the  period  of  private  operation. 
teSof  the  cliaractcr  of  the  problems  to  be  met,  the  mcthod-i 
taployed,  and  the  success  with  which  the  task  was  accom- 
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plished.  From  sud)  a  discussion  wiO  emerge  the  circumstances 
which  led  to  ibe  adoption  of  Ferlcral  Control,  and  the  funda- 
mental causes  which  made  I-'edcral  Control  incviuMe. 

\t.    The  Period  of  AmerUan  Neutrality 

War  conditions  date  from  AuguM,  1914.  The  European 
conflict  very  speedily  developed  into  a  world  war,  and  its  in- 
Sueoce  came  to  be  felt  in  every  ponton  o(  the  civilized  globe. 
Neither  America's  supposed  geograpliic  isolation  nor  her  pro- 
fessed prilicy  of  absolute  neutrality  removed  the  United  States 
from  the  virile  tentacles  of  the  great  struggle.  The  early  difA- 
cvllies,  bowner,  were  chiefly  political  in  character,  resulting 
from  inlcmational  friction  growing  out  of  the  unusual  scope 
of  the  allied  bbckadc  and  the  ruthlessness  of  German  naval 
warfare.  The  organization  of  American  economic  power  m 
support  of  allied  military  effort  was  slow  in  developing.  Id- 
decd,  the  sudden  outburst  of  war  and  the  uncertainties  of  the 
world  situation  thrust  a  sharp  restraining  influence  upon 
American  enterprise.  During  1914  and  1915,  therefore,  in- 
dustrial activity  in  the  L'nited  States  slackened  rather  than 
intensified,  ami  the  IrnfTic  demand  upon  the  railroads  dimin- 
islied.  Whereas  in  1913  there  had  I>ccn  an  increase  of  14. 
per  cent,  in  ton  mileage  over  the  year  1912 — the  total  freight 
ton  miles  rising  from  264.1  billion  to  301.7  billion — there  was 
a  decrease  of  4  per  cent,  during  1014,  the  Ion  mileage  falling 
to  388.6  billion,  and  a  further  decrease  of  4  per  cent,  during 
191S.  the  ton  mileage  falling  to  377.1  billion. 

It  was  not  imtil  the  year  1916  that  the  allied  belligerents 
began  to  draw  in  large  measure  ui>on  the  economic  resources  of 
the  United  States,  Munitions  of  war  and  foodstuffs  l)eg.in  to 
flow  to  Euroiw  in  constantly  increasing  quantities.  American 
exports  increased  from  $2,7i6/xK)pooin  1915  to  $4,272,000,000 
in  1916;  our  favorable  balatKe  of  trade  grew  from  $1,094,-  H 
000,000  in  1915  to  $2,136,000,000  in  1916.  TTicsc  facts,  even 
after  due  allowance  is  made  for  Die  dianging  price  level,  reflect 
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he  intensification  of  inJnslrial  activity  in  the  United  States. 
As  a  result  Ihe  milroads  were  called  upon  to  carry  an  unprece- 
dented voltune  of  traffic.  The  1915  ton  mileage  of  377.1  bil- 
lion rose  to  366.1  in  tlie  calendar  year  igi6 — an  increase  in 
ifcis  sJnRic  year  of  about  89  billion  ton  miles,  or  32  per  cent. 
The  burden  began  to  tax  railroad  plant  and  equipment.  Yards 
and  terminals  became  congested.  'I1ie  effect  of  car  shortafces 
came  to  be  acutely  felt.  Throughout  the  years  1914  and  191S 
DO  net  car  shortage  had  appeared.  On  the  contrary  the  sur- 
phift  of  idle  cars  had  risen  as  high  as  241,802  cars  on  June  t, 
rgt4,  and  327,084  cars  on  April  1,  1915-  The  first  car  shortage 
o(  1916.  amounting  to  19,537  cart,  appeared  on  March  t,  and 
it  rose  to  114,908  cars  on  November  i.  These  car  shortages, 
lod  the  general  inadequacy  of  plant  and  equipment  for  the 
alisfactory  movement  of  freiglit,  were  the  result  of  increased 
industrial  activity  arising  out  of  the  European  war  demand, 
hit  Ihey  were  not  eisentially  different  from  the  trannporution 
£f!iculdes  that  had  appeared  periodically  for  more  than  a 
dctade.  In  every  period  of  industriul  exi^ansion  and  business 
prosperity  since  1907,  especially  during  the  heavy  seasonal 
daBand  of  the  fal!  months,  railroad  facilities  had  proved  in* 
adequate.  As  a  result  of  lire  ahnormal  prosperity  of  ihe  year 
i^aj,  there  were  car  shortages  in  eight  of  the  twelve  months. 
While  the  business  depression  of  1908  and  of  the  greater  part 
of  1909  resulted  in  a  maximum  surplus  of  413,338  idle  cars 
CO  April  29,  1908,  small  car  shortages  appeared  again  in  Oc- 
ttbcr  and  November,  1909.  In  1910  and  1911  the  car  supply 
wu  more  tlian  sufficient  for  all  traffic  demands.  Throughout 
die  fall  months  of  1912,  howe>-er,  there  were  again  serious  car 
dnrtages,  reaching  a  maximum  of  51,259  cars  on  November  7; 
tnd  there  were  slight  shortages  in  October  and  November  of 
1913. 

The  railroad  situation  in  1916,  therefore,  was  not  altogether 
aew,  in  spite  of  the  abnormally  heav)-  traffic.  Tlic  European 
wir,  rather  than  normal  industrial  expansion,  was  the  source 
of  the  added  burden;  hut  since  the  United  States  still  maiib 
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tainted  its  status  of  formal  neutrality,  the  oreanized  public 
interest  was  not  subjected  to  unusual  strain  because  of  the 
special  circumstances  of  war.  While  the  legal  right  of  Ameri- 
can producers  to  supply  Ihc  l>elligercnts  wiih  food,  munitions, 
and  materials,  was  supported  by  ample  precedent  in  interna- 
ttonal  law,  and  the  moral  duty  to  do  so  was  vehemently  urged 
by  a  large  and  influential  portion  of  our  citizenship,  the  result- 
inR  industrial  activity  and  commercial  intercourse  concerned 
private  individuals,  firms,  and  corporations.  The  United  Slates 
Government  and  the  American  people  as  such  were  not  directly 
involved.  The  inadequacy  of  the  transportation  system  did  notj 
at  that  time  jeopardize  the  results  of  imifie<l  natioial  will  or  of 
concerted  national  action  that  arc  inevitably  at  stake  in  actual] 
international  conflict. 

It  is,  of  course,  true  that  the  provision  of  safe  and  adequate 
railroad  facilities,  at  reasonable  rates  and  diargcs,  under  such] 
conditions  of  adjustment  between  different  classes  of  traffic, 
competing  producing  and  distributing  centers,  and  rival  ship- 
pers as  arc  in  harmony  with  the  natural  functioning  of  the 
pix>ductive  process,  constitutes  an  imperative  public  duty.    The  , 
steam  railroads  arc  the  public  highways  of  the  modern  world.) 
They  are  l)jc  arteries  of  social  and  commercial  Hfe.    WlicthcrJ 
the   state   undertakes   to   provide   this    indispensable   service 
directly,  or  delegates  its  authority  to  private  corporations,  the 
obligation  to  meet  the  public  need  for  transportation  facilities^ 
and  to  safeguard  the  public  interest  in  their  operation  is  un- 
questiooed  and  fundamental.    In  so  far  as  the  American  trans 
portation  structure  falls  short  of  accomplish inj;  these  ends,] 
change  and  modification  of  existing  adjustments  must  be  ia^ 
troduced. 

But  these  obligations  were  essentially  as  binding  in  191^ 
and  in  the  years  preceding,  as  they  were  in  1916.    TIio  causi 
of  these  shortcomings  were  permanent,  and  the  maladjustment) 
which  they  reflected  were  evolved  under  normal  pcace-tir 
conditions.  There  was  no  actual  war  emergency  in  1916,  and  ; 
extraordinary  war  measures  were  necessary.    Even  the  threat 
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eoed  disruption  of  the  railroad  senicc  through  a  nation-wide 
tfrike  in  th«  fall  of  igi6  was  but  a  reflection  of  lh«  tradition- 
ally unsatisfactory  adjustment  of  labor  r^iationships  in  the 
nilroad  industry.  11ie  essentially  war  ctiararter  of  the  rail- 
mad  problem  did  not  emerge  till  the  year  1917,  and  the  war- 
tkne  operation  of  the  railroads  may  be  said  to  date  from  the 
bisi»°>"g  of  that  year.  While  the  Um'ted  States  did  not 
(onnally  enter  the  war  till  April,  and  no  definite  organization 
of  tlic  railroads  for  purpows  of  cooperation  came  into  being 
VBtil  after  the  declaration  of  war.  we  were  so  obviously  drift- 
ing into  armed  con^ct  during  the  la^t  three  months  of  "neu- 
trality," that  improved  satisfaction  of  allied  economic  needs 
ome  to  be  regarded  as  essential  to  our  national  self-interest, 
even  before  diplomatic  relatione  with  Germany  were  broken  off 
-^together." 


%g.    The  War  Burden  of  Ike  Railroads 

War  expressed  its  demand  upon  the  railroads  in  terms  of 
mffic.  The  extraordinary  traRic  increase  of  1916— an  addition 
of  32  per  cent.,  or  89  billion  ton  miles,  over  the  preceding  year 
—was  further  augmented  in  1917.  The  ton  mileage  for  that 
jtir  reached  the  unprecedented  total  of  more  than  398  billion. 
tWs  constituted  an  increase  of  about  9  per  cent,  over  the  ab- 
nmally  large  1916  tonnage,  and  of  32  per  cent,  over  the  ton- 
nage of  1913,  which  had  been  the  high-water  mark  in  railroad 
iraiBc  up  to  the  war  period.'    The  mere  growth  of  traffic,  in 

'Compare  the  followins  from  C.  O.  Runlet.  "Railway  Service  and 
leguJalinn."  Qaartfrlf  Jountal  of  EeononiUt.  Vol,  XXKlIt.  Novcm- 
fc»,  IQ18.  (>p.  lAi-ijO:  "In  the  firil  live  tiionih*  afiir  a  «alp  of  war 
•M  dvcUrcrl  bdwri-n  this  TOuniry  snil  Germany,  the  railroads  Itandlrd 
■an  freucht  tomuce  tlian  in  any  wliole  year  previous  to  i<fn.  On 
Ji  prr  cent  of  rite  railroad  mileatec  of  the  Uniled  States  in  the  turn- 
■n  of  1917.  there  wa*  an  inercaie  of  16  per  cent,  or  ^.,j 54.00x000  Ion 
oiln  m  on«  monlh,  Thii  w34  equivalenl  to  adding  35.000  miles  of 
tiilroad  to  that  of  the  United  Ktalei.  with  an  average  density  of 
irdtfat  traAc  ovi  cadi  mile  equal  m  the  averaac  density  of  all  rail- 
NS«  in  lh«  L'nited  !itatet  in  iui.>l.  Thi)  virtaal  addition  to  the  Ibced 
itet  of  American  Railroads  nearly  equaled  the  total  railway  mUeafe 
ej  Cerrnany  in  \<fi3  aod  exceeded  that  of  Great  Britain  in  1914,    Id 
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view  of  the  extreme  urgency  of  the  war  demand,  presented  an 
operating  problem  of  the  utmost  imimrtancc,  But  the  char- 
acter of  the  (Icniuid  had  also  changed,  llie  1916  increase  liad 
been  stimulated  primarily  by  the  export  of  food  and  munitions 
to  Europe  while  we  were  .still  a  neutral  power.  The  main- 
tenance of  an  uninterrupted  Row  of  materials  and  supphcs  to 
the  European  belligerents  became  imperative  when  we  asso- 
ciated ourselves  with  them  in  active  warfare.  Vast  quamitics 
of  {roods  were  constantly  being  transported  to  the  seaboard  for 
shipment  lo  Europe  in  support  of  our  allies.  Oiir  immense 
exports  of  1916— aggregating  $4,272,000,000 — reached  thi 
s(a!,^ering  total,  during  igij.  of  $6,227,000,000. 

But  the  actual  prosecution  of  war  imposed  upon  the  rail 
roads  a  huge  domestic  burden,  also,  both  militar)-  and  indus*; 
trial.     The  extent  of  American  part idfsit ion  in  the  war  wai 
dependent  upon  the  effectiveness  of  our  mobilization  of  man 
power  and   resources.     Troop  movements   alone  imposed 
heavy  traffic  demand  upon  the  railroads.    Tlie  year  1917  sa 
the  beginning  of  the  mobilization  and  subsequent  demobiliza- 
tion of  an  army  of  five  million  mm,  over  two  million  of  whom 
reached  the  tlieater  of  operations  on  the  battle(iel<ls  of  Europe. 
These  troops  had  to  be  transported  from  points  of  mobilizatio 
to  training  camps,  and  from  training  camps  lo  ports  of  em- 
barkation.    The  camps  themselves  had   lo  be  speedily  con- 
structed, necessitating  the  transport  of  large  quantities  of  ma' 
terials;  and  while  at  the  military  camps,  our  cmbr>-onic  army 
had  to  be  supplied  with   food,  clothing,  and  equipment   for 
training  purposes.    When  the  men  reached  France,  they  we 
still  supplied  for  the  most  part  from  bases  in  America. 

The  added  industrial  burden,  tn  so  far  as  it  can  be  distin- 
guished from  the  military  burden,  resulting  from  the  bellig- 
erency of  the  United  Stales,  manifested  itself  not  only  in  the 
further  stimulation  of  the  so-called  essential  industries  for  the 

the  last  annii.-il  report  of  the  Penniylnnia  Railroad  Company,  it  U 
elaimeil  that  tlie  Iihi  mileatce  of  tliat  iy«lem  f<ir  the  year  1Q17  cKccnl<idJ 
by  over  60  pet  cenr.  the  combined  annual  ton  mileaKe  before  the  wa^ 
c(  all  oi  tli«  roilroaiti  b  Great  Uriuin  and  France." 
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effective  support  of  our  aUics,  but  in  the  unparalleled 
increase  of  our  own  govemmcnlal  expenditures.  These  ex- 
penditures jumped  from  the  billion  a  year  basis  of  the  pre-war 
period  to  a  war  expenditure  of  about  a  billion  dollars  a  month. 
A  subsiantial  portion  of  this  increased  expenditure  served  to 
intensify  industrial  activity  an<l  to  increase  railroad  traffic.  In 
spite  of  the  great  restriction  of  private  consumption  effected 
by  the  organized  efTorts  of  many  govenimenlal  and  patriotic 
agencies,  the  productive  capacity  of  the  country  was  driven 
to  the  utmosl.  During  tlie  year  1917  the  national  output 
reached  a  peak  never  before  attained.'  Transportation  played 
an  essential  role  in  this  speeding  up  of  the  productive  process. 
Oar  railroad  systems  were  subjected  to  an  enormous  strain. 

But  the  extent  of  the  transportation  burden  i?  not  to  be 
measured  merely  by  the  growth  of  traffic.  In  the  first  place, 
expedition  in  the  handling  of  freiglit  assumed  unusual  impor- 
tance. Not  only  was  it  necessary  to  supply  our  troops  at  home 
and  abroad,  but  no  delay  in  supplying  them  could  be  tolerated. 
A  similar  urgency  dominated  the  export  situation,  especially 
in  the  provision  of  foodstuffs  for  our  allies.  Moreover,  the 
handling  of  troops  in  this  country  required  special  facilities, 
ptiticuLir  care  as  to  safely,  some  degree  of  secrecy,  and  rea- 
sonable speed.  About  two-thirds  of  the  troops  moved  neccs- 
tcd  the  provision  of  sjwcial  trains.     The  service  also  rc- 

nd    much    care    and    detailed    adjustment    in    routing. 


'According  la  Prof«3*or  Wetley  C.  Mitcheil's  index  ntiinber  for 
Vo*h>ction  durtriK  the  wjir  prriod,  nroduclion  incrcsM'd  16  pc-r  cciil.  Jn 
igir.  Sf  conipired  with  iiji.l.  {Hitlor\  of  Fricet  During  the  tVar, 
Smmmary,  War  Iiuluttri^n  Board  Price  BuUeiin  No.  i.  p.  45.)  Accord- 
ian  to  B.  M.  AtidcfMiVi  index  nnntbcr.  production  increased  16,7  per 
tetiL  in  191;  over  ihe  nulpul  of  li>i,1.  (iVnv  Yorlr  Times  Annalist.  Jan* 
BUT  ''.  1919.)  Aewwdiiifi  ti>  Profetsor  David  Friday,  "There  is  evi- 
dtnee  that  wc  have  incncasrd  our  oiiiput  of  products  from  K  10  30  per 
trrt.  over  tJte  pie-war  period  ttirouKli  the  complete  atili«ation  of  our 
ramnl  resource*,  our  pinnt  and  ni:Kliinrrr.  and  our  labor."  {Soumat  of 
PpUlkal  K(onamy.  Vnl.  XXVll,  No.  a.  February  igit)  p.  ti?.)  Ac- 
oorditift  lo  PfoftSior  Waller  W.  Stewart's  index  ntinioer.  production 
tK/<aied  311  per  cent,  in  1017.  2$  per  cent,  in  I'>i8,  and  ao  per  cent,  in 
>9lft  as  eomparw!  wiih  ttie  uvtraKC  of  the  year*  1911  to  1913.  IXht 
Amerieam  Economic  Rtvitw.  Vol.  XI,  No.  1.  March  1911.  p.  (&> 
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scheduling,  feeding,  and  so  on,  not  nonnally  involved  in 
increase  in  passenger  traffic.  Furtbennore,  the  major  ponjon 
of  tlic  increased  traffic  burden  was  concentrated  in  the  eastern 
i^ection  of  the  country.  The  bulk  of  the  export  trade  and  the 
flow  of  supplies  in  support  of  our  expeditionary  forces  neces- 
sarily passed  through  the  Atlantic  seaboard  cities.  The  trend 
of  traffic  was  so  predominantly  eastward,  that  a  vast  accumula- 
tion of  loaded  car»,  and  often  of  entire  trains,  at  eastern 
terminal  and  junction  points  rapidly  followed,  and  wertem 
producing  centers  were  deprived  of  "craptics"  for  the  move- 
ment of  essential  freight.  These  conditions  resulted  in  the 
greatest  congestion  of  traffic  in  yards  and  terminals  and  the 
largest  car  shortages  ever  experienced  in  this  country.  In 
February,  1917,  145,000  cars  had  accumulated  at  eastern  ter^ 
minals.  Throunhout  the  year  the  car  shortages  were  very 
serious,  but  they  became  particularly  threatening  just  prior  to 
our  recognition  that  a  state  of  war  existed  between  (he  United 
States  and  Germany,  On  March  31,  the  net  car  shortage 
reached  the  enormous  total  of  144,797.*  Finally,  the  burden  of 
the  railroads  was  intensified  by  the  decreased  rcson  to  water 
transportation.  The  compelling  demands  of  the  ocean  carr)*- 
ing  trade  resulted  in  a  progressive  withdrawal  of  vessels  from 
the  Great  Lakes  and  from  coast-wise  shipping.  As  the  water- 
borne  tonnage,  in  domestic  commerce,  gradually  diminished, 
the  difficuhies  of  tlie  railroads  were  intensified ;  for  this  im- 
portant auxiliary  transportation  instrument  became  less  avail- 
able as  the  need  for  its  utilization  became  more  urgent.* 

'Tliii  car  thonagt  was  exceeded  but  twice  duriiiK  the  year  19I7< 
Rnd  only  slightly.  On  May  1,  ihc  ahorlaicc  wu  148,037  car»;  and  on 
NovFmber  I.  it  wax  1484^  cart. 

*  "Thai  less  water-borne  tralfic  hai  been  responsible  for  a  pari  of 
this  marked  incrraM  inrail  traflic  (during  1917)  may  be  icen  from 
the  fact  that  vesieU.  not  only  from  ihe  Great  Lakei  but  (foni  ouf 
inlercoaelal  trade.  Iiavc  turned  to  the  more  profitable  oc«n  carrying 
trade.  Thi*  shift  ii  reHectetl  in  the  ptTcentaxe  of  our  exporti  and 
imports  which  have  been  carried  in  Atiicricmi  vesseli  »iiicc  (he  war 
bcgsn.  In  the  filial  year  1014.  this  percentage  wa*  9.7:  in  1Q17.  it  vm 
I&<Sl  In  Ihe  fiK»l  year  1915.  there  was  a  total  of  335  vessels  with 
i3t6;6sA  tons  cargo  in  the  coactwiite  trade  from  ibe  Atlantic  to  the 
^cilic  and  vice  versa.    In  the  firit  half  of  llic  ftical  year  1917,  there 
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The  aggregate  result  oE  all  tbese  factors  was  an  cnonnous 
strain  upon  the  railroad  structure.  Tlie  question  of  ways  and 
nMans  of  meeting  this  extraordinary  situation  constituted  the 
characlcrislic  war-time  railroad  problem.  The  oi^nization, 
policies,  and  activities  relied  upon  for  its  solution  constitute  the 
war  administration  of  the  railroads. 

fS-    Public  versus  Private  War  Administration 

In  view  of  the  acute  character  of  the  railroad  situstion,  as 
brieHy  outlined  above,  and  in  face  of  the  critical  importance  of 
America's  participation  in  the  war,  the  assumption  of  public 
control  of  our  transportation  systems  upon  the  outbreak  of 
bosttlities  between  the  LTniled  Slates  and  Germany  would  have 
coostttuted  the  natural  initial  step  in  the  war  administration  of 
Ae  railroads.  Concentration  of  effort  and  unity  of  control  are 
isable  to  success  in  modem  military  enterprise.  They 
'  as  necessary  for  llw  full  utilization  of  economic  resources 
a  they  are  for  complete  coordination  of  military  operations. 
SaA  since  war  is  a  national  undvrtakinK,  this  concentrated 
rdon  and  unified  control,  in  all  essential  matters,  must  be 
rested  in  the  Government.  With  respect  to  railroad  tranitpor- 
taiioa  the  wisdom  of  this  policy  was  recogni»d  immediately  by 
iQ  the  leading  European  belligerents.  In  England,  where  as 
ID  the  United  States  private  ownership  and  operation  of  the 
Tnlroads  is  normally  relied  upon,  the  road.t  were  taken  over  by 
the  Government  as  early  as  August  4,  1914,  the  very  day  that 
«r  was  declared  against  Germany.  In  France,  too.  the  Gov- 
munent  awumed  control  of  llie  operation  of  all  the  railroads 
lonnedntely  upon  the  outbreak  of  war.  In  Italy  public  owner- 
thip  and  operation  represented  the  country's  permanent  policy, 

•ot  bm  18  vewels  with  a  tnntuKr  of  97.363-  From  tritimoiiy  before 
dw  Nnrbnds  CoTninitiee.  it  appear*  that  prior  to  the  autHmn  of  igis 
iten  acvet  had  bren  a  record  of  a  carload  of  Krain  movii^  from 
Orcm  trt  Waihincton  over  ihe  Union  f^ific  to  the  Atlantic  Sea- 
bxirvl,  that  since  that  time,  many  ttiouiandi:  of  carloadg  had  bctn 
loit  iTrrland  00  that  anj  other  railway!  10  Atlantic  ports."  C.  O. 
Rwlo.  op.  cil..  pp.  t3<»-'3i. 
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an<I  no  radical  readjustment  wag  necessar)'.  Germany's  govern- 
ment railroads  were  in  large  measure  constructed  and  or 
ganizfd,  during  her  forty  years  of  preparation  for  "the  next 
war,"  under  the  dominating  influence  of  military  needs.  The 
United  States,  of  all  the  great  powers,  failed  to  resort  to 
government  operation  upon  the  outbreak  of  war.  For  a  period 
of  nine  months  sole  reliance  continued  to  be  placed  upon  our 
traditional  system  of  private  management. 

The  continuation  of  this  policy  represented  the  free  choice  of 
our  governmental  authorities.  Tlie  power  exercised  by  the 
President  in  issuing  his  proclamation  of  December  36,  1917. 
whereby  the  railroads  were  brought  under  Federal  Control, 
was  available  on  April  6.  191?.  when  a  state  of  war  with  Ger- 
many was  formally  recognized.  In  addition  to  the  constitu- 
tional authoritj-  vested  in  the  President  as  commander-in-chief 
of  the  military  forces  of  the  United  States,  the  power  of  public 
railroad  operation  had  been  specifically  conferred  upon  him. 
As  early  as  August  39,  1916.  more  than  seven  months  before 
the  United  States  entered  the  world  war,  the  following  pro- 
vision was  enacted  as  part  of  the  Army  Appropriation  .\ct; 
"The  President,  in  time  of  war,  is  empowered,  through  the 
Secretary  of  War,  to  take  possession  and  assume  control  of 
any  system  or  systems  of  transportation,  or  any  part  thereof, 
and  to  utilize  the  same  to  the  exclusion,  as  far  as  may  bdl 
necessary,  of  all  other  traffic  thereon  for  the  transfer  or  trans- 
portation of  troops,  war  material  and  equipment,  or  for  such 
other  purposes  connected  with  the  emergency  as  may  be  need's 
ful  or  desirable."  The  President  specifically  relied  upon  this 
authorization  in  his  stibseqiient  deci.>don  "to  take  possession 
and  assume  control"  of  the  railroads. 

American  reliance  upon  private  railroad  operation  durtnj 
the  first  nine  months  of  the  war  may  be  traced  to  a  number  of 
causes.  In  the  first  place  there  was  a  general  disposition  on 
the  part  of  the  Government,  apparent  in  many  of  its  early  war 
activities,  to  resist  an  immediate  and  energetic  transition  from 
a  peace  to  a  war  economy.    The  critical  character  of  ihc  mili- 
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^■irj-  situation  was  not  clearly  recognized  in  April,  tytj.    There 

^■ras  a  wide-spread  feeling  that  American  participation  in  the 

war  might  be  restricted  to  the  provision  of  auxiliary  services — 

mooey  and  supplies,  for  the  most  part — without  the  necessity 

uf  thorough-going  organi^-ation  on  a  war  basis.    The  vigorous 

German  offensive  of  the  following  spring — launched  on  March 

^31.  igi8,  the  verj-  day  of  the  enactment  of  the  Federal  Control 

^H|U:t — was  not  foreseen  by  the  American  people  as  a  whole, 

^iior  even  by  the  inner  group  of  governmental  officials  who  were 

mably  in  closest  louch  with  the  realities  of  the  miliiary 

itioTL    Kot  until  after  the  visit  of  the  French  and  British 

issioncrs  did  the  stupendous  military  importance  of  the 

role  to  be  played  b)'  America  begin  to  dawn  upon  the  Ameri- 

tan  mind.    The  Govcrruncnt's  Itusses-faire  attitude  toward  the 

I      railroads  during  the  early  months  of  war  was  but  the  rcdcc- 

L     tkm  in  a  particular  iteld  of  its  general  disposition  to  "make 

H^^  slowly"  in  mobilizing  American  man-power  and  resources 

^Tor  actual  particii>atton  on  Europeim  battlefields. 

But  another  and  more  fundamental  cause  serves  to  explain 
the  retardation  of  federal  railroad  control.    The  most  effective 
obstacle  to  an  immediate  traniiilton  to  government  operation 
I      was  the  dccp-Kwtcd  individualistic  temper  of  the  American 
people.    The  exigencies  of  war  did  not  lead  to  the  instantane- 
ous transformation  of  the  spirit  of  individualism.    It  continued 
1      !o  exert  a  powerful  influence  in  spite  of  war,  and  even  in  the 
adjustment  of  the  status  of  a  semi-public  industry  like  railroad 
transportation.    The  railroad  executives  were  inclined  to  resist 
I      the  adoption  of  government  control,  until  the  pressure  of 
events  compelled  them  to  accept  it  as  an  emergency  measure. 
In  part  they  were  doubtless  imbued  with  the  desire  to  safe- 
jioard  tlieir  opportunity  to  render  responsible  patriotic  service 
in  a  great  cause.    But  the  dominating  influence  unquestionably 
sprang  from  their  determination  to  avert,  if  possible,  an  ex- 
I      pertmetit  in  public  operation  that  might  result  in  its  establish- 
I      ment  as  permanent  railroad  policy.    From  the  begiimiiig,  there- 
I      Ivt,  they  naturally  set  forth,  with  the  emphasis  of  conviction, 
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the  superiority  of  experienced  and  highly  organized  private 
initiative  over  untrkd  and  undefined  public  effort,  even  in  the 
war  emergency.  The  same  frame  of  mind  was  manifest  when 
the  spokesmen  for  the  carriers  subsetjiiently  insisted  upon  the 
establishment  of  a  fixed  or  tlelinitely  ascertainable  time  for  the 
termination  of  Federal  Control,  so  tliat  the  war  experiment 
might  not  be  "construed  as  prejudicing  llic  future  policy  of  the 
Federal  Government  concerning  the  ownership,  control,  or 
regulation"  of  the  railroads;  and  the  basis  of  the  most  vigor- 
ous opposition  to  the  proposal  for  the  extension  of  Federal 
Control  for  a  period  of  five  years,  made  by  Directors-General 
McAdoo  and  Hints  after  the  armistice,  was  likewise  centered 
in  the  combination  of  dccp-seatcd  antipathy  to  government 
ownership  and  operation,  and  in  the  wide-spread  fear  that  "an 
entering- wedge"  in  this  direction  might  prove  dangerous. 

The  railroads  succeeded  in  establishing  their  point  of  \iew 
on  all  these  occasions,  not  alone  because  their  interests  were 
compactly  organized  and  their  opinions  expertly  presented, 
but  because  iheir  attitude  was  representative  of  the  judgment 
and  wishes  of  the  most  influential  portion  of  the  American 
people.  While,  in  the  course  of  the  war,  there  was  great  in- 
tensification of  governmental  activity-,  and  the  field  of  public 
control  over  industrial  action  became  very  extensive,  at  its 
outbreak  the  traditional  American  presumption  against  col- 
lective economic  enterprise  still  prevailed.  This  presumption 
was  potent  enough  to  induce  the  federal  administration,  ad- 
mittedly progressive  in  its  tendencies,  and  often  charged  with 
semi-social  islic  leanings,  lo  rely  upon  private  railroad  operation 
during  the  first  nine  months  of  the  war.  When  the  roads  were 
finally  taken  over  by  the  Government,  President  Wilson  de- 
clared, in  the  statement  accompanying  his  proclamation,  that 
it  had  been  "in  the  spirit  of  American  inMitutions  to  allempt  to  j 
do  everything  that  was  possible  through  private  management" ;  m 
and  when,  on  January  4,  1918,  Ik  delivered  his  address  to 
Congress  reporting  the  initiation  of  I~ederal  Control,  he  em- 
phasized once  more  the  basis  of  his  reliance  upon  private 
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railroad  management  during  the  early  months  of  th«  war: 
"it  was  in  llw  true  spirit  of  America,  and  it  was  rlRht,  that  we 
should  first  try  to  effect  the  n«ccBsar>-  unification  under  the 
voluntarr  action  of  those  who  were  in  chai^  of  the  great 
railway  properties ;  and  we  did  try  it" 

1^.    The  Railroad^  War  Board 


But  while  America's  declaration  of  war  did  not  bring  im- 
mediate federal  railroad  control,  the  necessity  of  such  codr- 
dination  of  the  various  operating  agencies  as  would  make  a 
reasoTtable  degree  of  unification  pos-^ible,  was  at  once  rccog- 
Dtzed.  Such  results  could  be  realized,  under  private  mattaxe- 
incnt,  only  through  extensive  cooperative  action.  Organization 
for  this  purpose  was  definitely  effectuated  five  days  after  the 
declaration  of  war.  On  April  ii.  1917,  the  leading  railroad 
executives  of  the  United  States  met  in  Washin^^ton,  and  in 
conformity  with  the  request  of  the  Council  of  National  De- 
fense submitted  tbrdugh  I^uie!  Willard,  vested  large  jwwers' 
in  ibe  Special  Committee  on  National  Defense  of  the  American 
Railway  Association,  and  ceniered  chief  authority  in  its  execu- 
tive committee  of  five  members.  This  executive  committee  wag 
nibsequcntly  designated  by  the  carriers  and  tbcir  adminis- 
trative officials  as  the  Railroads'  War  Board.'  'n>e  basis  of 
ihis  delegation  of  authority  was  an  agreement  by  the  carriers, 
tmongst  themselves,  and  with  the  federal  and  slate  govern- 
ments, whereby  tfic  railroads  pledged  themselves,  during  the 
continuance  of  the  national  emergency,  to  "coordinate  their 
c;)erattons  in  a  continental  railway  system,  merging  during 
such  period  all  their  merely  individual  and  competitive  activi- 

'The  member*  of  the  Railroad*'  War  Board  were  Fattfax  Itarriiion 
H  the  Suuthem  Railway.  Oairman:  SainutI  Rca  of  the  Pcniiiylvania 
Siiltoad ;  Howard  EUioU  o(  the  New  York,  New  Haven  inid  Hart- 
tord:  Julius  Kruuscbnitl  o(  the  Soulhcm  Pjcifir :  and  Male  Holden  o( 
At  Chicuto.  Ilurlin^n  and  Quincy.  Daniel  Willard  of  the  Baltimore 
wdOhio.  rcprcieiilinit  the  Council  of  NaiJonat  Dei>ii»f,  and  Edgar  E. 
Clark  of  the  Interstate  Commerce  Commiuion  were  member*  ex  offida- 
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ties  in  the  e0ort  to  produce  a  maximum  of  national  transporta- 
tion efficiency," 

The  Railroads'  War  Board  was  immediately  organized 
(April  II,  1917),  and  opened  headquarters  in  Washin^on. 
The  brgcr  questions  of  policy  were  determined  by  the  entire 
Board.  For  this  purpose,  it  kept  in  constant  touch  with  ihe 
Council  of  National  Defense,  through  Daniel  Willard,  and  with  ■ 
the  Interstate  Commerce  Commission,  through  Edgar  E.  Clark, 
who  were  both  cx-olficio  members  of  the  Board.  In  addition, 
it  created  a  number  of  sub-committees,  through  which  the 
Board  was  enabled  to  keep  in  clo&e  and  constant  contact  with 
the  Government,  and  to  provide  the  necessary  organization  for 
the  various  military  tasks  which  the  railroads  were  called  upon  ■ 
to  perform.  In  view  of  the  fact  that  traffic  congestion  and 
acute  car  shortage  were  the  outstanding  difficulties  of  the  rail- 
road situation  upon  America's  entrance  into  the  war,  the  most 
important  of  llie  services  rendered  by  these  sub-committees 
was  that  performed  by  the  Commission  on  Car  Service. 
.  By  act  of  Congress  of  May  29,  1917,  the  Interstate  Com- 
merce Commission  was  given  express  jurisdiction  to  regulate 
car  service.  This  legii^lation  vested  in  the  Commission  sum- 
mary power  over  "the  movement,  distribution,  exchange,  inter- 
change, and  return  of  cars  used  in  the  transportation  of  prop- 
erty." The  carriers  were  required  to  "establish,  observe,  and 
enforce  just  and  reasonable  rules,  regulations  and  practices 
with  respect  to  car  service,"  but  the  Interstate  Commerce  Com- 
mission was  authorized  to  "suspend  the  operation  of  any  rules, 
regulations  or  practices  then  established  with  respect  to  car 
service  for  such  time  as  may  be  determined  by  the  Commis- 
sion," and  it  was  em|>owered  to  issue  such  orders  "as  in  its 
opinion  will  best  promote  car  service  in  the  interest  of  the 
public  and  the  commerce  of  the  people."  Accordingly,  in  ■ 
July,  1917,  tlie  Interstate  Commerce  Commission  organized  a  | 
division  of  car  ser\ice.  later  known  as  its  Bureau  of  Car 
Service,  liut  the  activities  of  the  carriers'  Commission  on  Car 
Service  made  it  unnecessary  for  this  Bureau  to  exercise  the 
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summary  powers  conferred  by  the  new  legislation.     It  had 
b«n  the  traditional  policy  of  the  Interstate  Commerce  Com- 
mission to  limit  itself  to  a  minimum  of  participation  in  actual 
railroad  management,  and  in  accordance  with  this  policy  it  was 
contented  to  cooperate  with  the  carriers'  commission  and  to 
ser%-e  merely  in  an  advisory  capacity  in  this  matter.     In  its 
annual  report  for  1917,  tiie  Commission  declared:  "Where  oc- 
casion requires,  orders  or  directions  will  issue  under  the  car 
service  act  and  directly  lo  the  carrier  or  carriers  directly  con- 
cerned.   Subject  to  this  fundamental  principle,  the  Commission 
is  availing  itself,  and  will  continue  to  avail  itself,  of  cooperative 
tSort  on  the  part  of  the  carriers'  commission  on  car  service,"  • 
Aad  in  its  annual  report  for  1918  the  Interstate  Commerce 
Cocmnissioin  testified  that  "directions  to  the  carriers'  coramis- 
lion  on  car  service  sufficed  to  effect  compliance  with  directions 
of  the  bureau  of  car  ser\-icc." 

In  spite  of  the  cooperative  policy  of  the  Interstate  Commerce 
Comnission,  aitd  in  spite  of  ihe  absence  of  any  other  oRicial 
transportation  agencj-  during  the  months  of  private  operation, 
Ac  railroads  were  hampered  by  divided  authority  in  their 
efforts  to  relieve  trafllic  congestion.  It  was  the  policy  of  the 
carriers  to  allow  priority  of  transport  to  all  government  ship- 
mnits  and  to  raw  materials  and  supplies  for  essential  indus- 
tries. But  under  llie  powers  vested  in  the  President  lo  direct 
■hat  priority  be  accorded  to  the  transportation  of  troops  and 
the  carriage  of  materials  of  war,  the  War  Department,  the 
Navy  Department,  and  the  United  States  Shipping  Board 
exercised  authority  over  car  service  by  requiring  preferential 
rights  in  the  shipment  of  extensive  tonnage  originating  under 
■Mbeir  jnnsdii-tion.  Tlie  Food  Adminislration  and  the  Fuel 
'Administration  likewise  exercised  authority  over  the  transpor- 
talioo  service  through  regulations  governing  the  purchase  and 
ale  of  certain  foodstuffs  and  instructions  affecting  the  move- 
noit  of  fuel.     Since  it  was  becoming  increa^ngly  apparent 

'TUty-fim  Annual  Rq»ort  of  the  Interstate  Commerce  Commbsloa 
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that  the  growing;  traffic  burden  would  inevitably  exceed  the 
carrying  capacity  of  the  roads,  as  then  organiicd,  the  raihoads 
desired  and  the  public  welfare  demanded  that  authority  for 
determining  priority  or  preference  in  the  transportation  of 
essential  commodities  be  centralized.  Accordingly,  a  Priorities 
Statute  was  passed  on  August  lO,  1917,  and  control  of  priority 
orders  was  entrusted  to  Judge  Robert  S.  Lovett  of  the  Union 
Pacific  Railroad  a?  Director  of  Priority  in  Transportation. 
Judge  Lovcit  ejtcrcised  the  powers  vested  in  the  President  lo 
dictate  the  order  in  which  transportation  needs  should  be  satis- 
fied, by  granting  preference  or  priority  lo  such  traffic  as  he 
deemed  most  essential  to  the  national  defense  and  ihe  country's 
welfare-  Greater  coordination  followed,  and  Ihe  efforts  of  the 
railroads  to  meet  Ihe  exigencies  of  war  through  volumar>-  co- 
operation were  somewhat  facilitated,  as  the  inefficiency  which 
naturally  accompanied  diffusion  of  control  over  car  service  was 
partially  eliminated.  Not  until  the  unified  practices  of  Federal 
Control  were  established  was  this  hampering  iniluence  of  di-^ 
vidcd  authority  entirely  removed.  ■ 

The  Railroads*  War  Board,  acting  through  the  Commission 
on  Car  Service  and  its  other  agencies,  as  well  as  by  direct 
order,  began  at  once  an  exten.«ivc  campaign  of  publicity  among 
shipf>ers  for  fuller  and  more  efficient  utilization  of  available 
tonnage.  In  so  far  as  mere  persuasion  proved  ineffective,  rules 
and  regulations  were  formulated  concerning  the  use  of  equip- 
ment and  the  movement  of  freight.  Embargoes  were  placed  on 
congested  areas.  Every  effort  was  made  to  increase  the  aver- 
age load  per  car.  Carload  shipments  were  everywhere  encour- 
aged. Equipment  was  transferred  from  the  less  active  localities 
to  sections  of  the  country  where  the  need  was  most  urgent. 
Passenger  train  service,  in  so  far  as  it  was  deemed  "unneces- 
sary," was  curtailed.  The  daily  mileage  of  both  freight  cars 
and  locomotives  was  substantially  increased.  The  idle  time  of 
equipment  of  al!  kinds  was  greatly  decreased.  To  some  extent 
both  traffic  and  equifiment  were  pooled.  The  Board  authorized 
pools  of  coal  and  iron  ore  at  Lake  Eric  ports,  a  pool  of 
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at  Atlantic  ports  (the  so-called  Tidewater  Pool),  and  the 
pooling  of  box-car  equipment  thrcmghout  the  country  with  the 
»u&pen»ion  of  restrictive  car  service  rules.  On  November  24, 
when  tbc  situation  became  critical  and  the  transition  to  Federal 
Control  was  fast  approsching,  an  order  was  issued  directing 
"that  all  available  facilities  on  all  railroads  east  of  Chicago 
be  pooled  to  the  extent  necessary  to  furnish  maximum  freight 
movement."  The  railroads  regarded  tltis  step  as  a  revolution- 
ary measure  for  the  relief  of  traffic  congestion  on  the  eastern 
lines.  In  its  announcement  of  this  order  the  Railroads'  War 
Board  stated:  "Tbc  effect  will  be  that  to  the  full  extent  that 
conditions  render  it  desirable  the  railways  will  be  operated  as 
a  unit,  entirely  reg<ir<!!c»i  of  their  ownersliip  attd  individual 
interests.  The  operating  vice-presidents  of  the  eastern  tines 
have  been  appointed  a  committee  to  operate  as  a  unit  all  the 
lines  involved,  and  tiave  been  given  instructions  and  authority 
to  adopt  all  measures  which,  in  their  judgment,  may  be  neces- 
sary to  relieve  the  present  situation  and  assure  the  maximum 
amount  of  transportation.  .  .  .  An  important  part  of  the  plan 
adopted  for  the  operation  of  the  eastern  lines  is  that  of  plac- 
ing 8t  their  disjxjsal  facilities  of  railways  in  other  territories 
to  soch  an  extent  as  may  be  necessary."  ^ 

The  accomplishments  of  the  Railroads'  War  Board  during 
the  period  of  private  wartime  operation  were  both  substantial 
and  important.  During  the  greater  part  of  the  period,  as  a 
resuh  of  willing  and  active  cooperation  between  the  railroads, 
the  shippers,  and  the  public  authorities,  the  increased  traffic 
burden  was  carried  with  reasonable  success,  and  the  conges- 
tion was  considerably  alleviated.  While,  as  we  shall  see  later, 
no  "continental  railway  system,"  in  any  real  sense,  resulted 
from  the  cooperative  activities  of  the  railroads,  it  is  equally 
true  that  tlieir  "merely  individual  and  competitive  activities" 
were  not  allowed  ibe  free  rein  of  normal  operating  conditions. 
Tbc  demands  of  the  war  emergency  were  sufficiently  control- 

'  Quoted  in  Thirty.t(ooad  Annual  Report  of  ibc  Interstate  Commerce 
Cmuninioa,  1918,  p.  8. 
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ling  to  prevent  a  breakdown  of  the  railway  semce  during  the 
spring  and  sununcr  months.  The  mere  statement  of  the 
methods  employed,  briefly  de»cribed  in  the  preceding  para- 
graph, indicates  the  unusual  character  of  the  operating  policies 
adopted  by  the  railroads  and  Ihe  accompanying  increase  in  the 
efficiency  of  the  trant^poriation  service.  A  quantitative  Mate- 
ment  of  the  results  is  c^cn  more  impressive.  We  have  already 
noted  the  large  increase  in  the  traffic  burden  which  the  railroads 
were  called  upon  to  handle  during  the  year  1917 ;'  some  of  the 
detailed  achievements  through  which  this  task  was  accom- 
plished provide  concrete  evidence  of  the  general  success  of  the  - 
undcrtaifing  for  the  greater  part  of  the  period.  The  measure  | 
of  relief  from  congestion  may  be  gathered  from  the  fact  that 
the  new  code  of  car  service  rules  and  the  pooling  of  box-cars 
r&4ultcd  in  a  reduction  of  the  accumulation  of  cars  at  eastern 
terminals  from  145,000  in  February  to  about  O0.000  in  July. 
Tlie  car  shortages  of  144,707  on  March  31,  and  148,627  on  May 
I,  were  reduced  to  33.776  on  August  l,  and  34,605  on  Sep- 
tember I.  In  llie  course  of  the  year  an  increased  frei^it  ton- 
nage of  9  per  cent,  (over  1916)  was  handled  without  substantial 
increase  of  equipment :  an  increase  in  average  carload  of  9.3 
I>er  cent.,  in  average  trainload  of  J-^  per  cent.,  and  in  locomotive 
mileage  of  19  per  cent,  during  the  first  eight  month.i  of  the 
activities  of  the  Railroads'  War  Board,  helped  to  make  this 
possible.  Between  May  and  October,  156,850  empty  cars  had 
been  requisitioned  from  carriers  whose  need  for  them  was  not 
immediate,  and  transferred  to  localities  in  which  the  need  for 
equipment  was  urgent.  The  voluntary  reduction  in  passcjigcr 
train  mileage — accomplished  chiefly  in  order  to  conserve  fuel — 
was  estimated  by  the  War  Board  to  amount  to  35,000,000  a 
year.  The  coal  pools  justified  them-ielvcs  by  permitting  an 
increase  of  nearly  3i  per  cent,  in  the  number  of  loaded  cars  of 
coal  moved  from  the  mines,  during  the  five-month  period  end- 
ing September  30,  1917.  as  compared  with  the  corresponding 
period  of  the  preceding  year.  By  the  first  of  December  128.350 
'See  U  pp.  69-73.  m^ni. 
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cars  of  materials  had  been  promptly  delivered  to  the  army 
cantonments.  Details  of  this  character  might  be  multiplied. 
The  sole  purpose  at  this  juncture  is  to  indicate  thai  the  ad- 
imnjstration  of  the  railroads  during  the  period  of  private 
eperation  attained  a  measurable  degree  of  success  in  mcctin|r 
die  exigencies  of  the  war  crisis. 

These  accomplishments  were  the  more  notable  in  view  of  the 
fact  that  the  cooperative  efforti  of  the  railroads  were  entirely 
foluDlary.    The  Railroads'  War  Board  had  no  legal  status. 
The  carriers  n-ere  tinder  no  legally-binding  obligation  to  comply 
with  its  orders.    The  cooperation  of  shipjicrs  w.is  largely  in- 
Aiced  by  patriotic  motives.    The  War  Board  was  in  its  very 
aiture,  therefore,  but  an  advisory  committee ;  that  its  recom- 
mcndatioas  aitd  suggestions  received  wide  and  willing  accep- 
tance bespeaks  the  high  spirit  of  the  time  and  the  common 
determination  (partly  spontaneous  and  unselfish,  partly  the 
result  of  public  pressure)  to  render  public  service  in  a  great 
uttonal  emergent}'.     Moreover,  there  were  serious  legal 
obstacles  to  tlte  operation  of  the  roads  as  "a  continental  railway 
lystem."    The  carriers  were  subject  to  the  prohibitions  of  the 
Sbennan  Anti-Trust  Act,  as  far  as  agreements  as  to  rates  or 
Ktual  consolidation  is  concerned ;  and  the  right  to  pool  carn- 
iigs  was  expressly  denied  them  by  the  anti-pooling  section  of 
ihe  Act  to  Regulate  Commerce.    Even  in  so  far  as  traffic  was 
fooled  by  the  roads,  it  was  done  under  the  extra-legal  sanction 
or  toleration  of  tlie  public  authorities.    Some  of  their  policies, 
Kina]  and  projected,  might  have  been  construed,  also,  as  run* 
mg  ctranter  to  the  law  against  discrimination.    Furthermore, 
ibc  maintenance  of  the  identity  and  independence  of  the  in- 
fividual  roads,  in  spite  of  their  general  agreement  to  operate 
their  properties  in  such  a  way  as  to  merge  their  merely  indi- 
ridoal  and  competitive  activities,  created  conflicts  of  financial 
interest  inherently  mconsistent  with  thorough-going  coonlina- 
tieci  of  operating  policy.    In  the  face  of  all  these  obstacles,  the 
tewhs  may  be  said  to  have  been  decidedly  credil-ible.    \^olun- 
t»y  private  cooperation  was  superseded  by  Federal  G3ntroI, 
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as  wc  Bhall  discover  in  the  follouring  pages,  not  primarily  be- 
cause the  Railroadii'  War  Hoaril,  constdering  its  limitations  of 
authority  nn<l  the  character  of  the  k-gal  framework  to  which 
it  was  subject,  failed  in  its  undertaking,  but  predominantly 
because  ptivate  railroad  operation  as  such  was  fumbmcntally 
incapable  of  providing  that  centralized  direction  of  tran»porta> 
tion  service  demanded  by  the  extraordinary  war  situation. 
The  President,  in  his  address  to  Congress  of  January  4,  1918, 
clearly  recognized  the  nature  of  the  diflicuhy;  the  history  of 
the  war  administralJon  of  the  railroads  under  private  manage- 
ment fully  justifies  his  inteipretation  of  the  transition  to  Fed- 
eral Control: 

"The  directors  of  the  railways  responded  to  the  need  (of  uni- 
fication) promptly  an<l  generously.  The  group  of  railway  execu- 
tives who  were  clurRcd  with  tlic  task  of  actual  coordination  and 
general  direction  performed  Ihcir  duties  with  patriotic  zeal  and 
marked  abilitv,  as  was  to  have  been  cxpc<-tco,  and  did.  I  be- 
lieve, everything  that  it  was  possible  for  them  to  do  un<ler  tlie 
circumstances.  If  I  have  taken  the  task  out  of  their  hands,  it 
has  not  l)een  because  of  any  dereliction  or  failure  on  tlicir  part, 
btit  only  liecausc  tliere  were  some  things  which  the  government  j 
can  do  and  private  management  catmot." 

I5.    The  Trantilion  to  Federal  Control 

But  tlte  achievements  of  private  operation  under  the  guid-l 
ancc  of  the  Railroads'  War  Board  were  not  stifKcient  to  meetl 
the  extraordinary'   needs  of   war.     The  inexorable  logic   ofj 
events  tnade  the  transition  to  Federal  Control  inevitable.    Inj 
the  late  fall  and  early  winter  the  inability  of  our  transportation] 
system  to  bear  the  strain  of  the  swiftly  growing  traffic  burden 
became  ap{>arent  in  all  parts  of  the  country.    A  complete  break- 
down of  the  service  wns  seriously  threatened.    The  car  short- 
age, which  had  reached  the  low  point  of  33.776  on  August  i, 
increased  to  ia^A9^  rare  on  November  I.    The  congestion  of 
freight  and  rolling-stock  in  the  ea.«tem  district  virtually  para-j 
lyzed  the  railroad  service.     Loaded  cars  on  the  ca!:tcm  \\iks\ 
numbered  ]t!o,ooo  above  normal.    Terminal  facilities  becat 
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so  congested  that  the  flow  of  irafBc  came  almost  to  a  stand- 
still. The  obstacles  encountered  in  securing  the  release  of 
rolling-stock  were  themselves  ihe  result  of  conditions  which 
they  helped  to  accentuate.  The  eastern  whancs  could  tiot  be 
cleared  of  the  freight  which  had  accumulated  there  in  huge 
quantities,  because  of  the  lack  nf  shipping  facilities  for  trans- 
Allanlic  transport:  and  this  Lnck  oi  ships,  ready  to  sail,  was 
due  in  large  measure  1o  their  inability  to  secure  coid  because' 
of  the  railroad  congestion.  The  coal  situation  was  the  worsl 
in  our  history.  Ships  with  vital  supplies  for  Euro]>c  waited 
for  wedcs  to  be  coaled.  Shortage  of  cars  at  Ihe  mines,  the 
rigors  of  abnormally  severe  winter  weather,  the  inadequacies 
of  the  prevailing  system  of  coal  distrilnition,  the  diminulton  of 
coastwise  coal  traffic  by  ship,  all  contributed  to  llie  extreme 
gravity  of  the  siltiation.  Both  New  England  and  the  North- 
west were  threatened  by  a  serious  coal  famine.  Production 
was  curtailed,  the  process  of  mobilization  was  retarded,  much 
[irii-ate  suffering  was  endured.  The  roads  lacked  equipment 
to  carry  ll)c  enormous  traffic,  and  in  view  of  the  essential  lack 
of  authority  of  their  War  Board  and  the  illegality  of  pooling 
Ttrenues,  an<I  of  other  means  of  concentrating  control,  they 
seemed  unable  further  to  increase  their  capacity  by  intensive 
means.  Conflicting  orders  as  to  freight  priorities,  despite  the 
fonnal  centralisation  of  authority  Jii  (he  Priorities  Director, 
added  to  the  difficuhics.  Moreover,  the  carriers  were  unable 
U)  secure  the  necessary  capital  for  purchase  of  equipment  and 
expansion  of  plant  and  f.'icilitics.  Railroad  credit  had  been 
at  a  low  ebb  even  before  the  war ;  in  competition  with  the  enor- 
mous government  borrowing,  the  railroads  were  helpless.  And 
Ibf  pressure  of  foreign  demands  upon  ihc  productive  capacity 
of  the  equipment  companies  hampered  the  roads  in  their  utiliza- 
tion of  such  new  capital  as  could  be  made  available.  Industries 
capable  of  manufacturing  rolling-stock  were  engaged  at  almost 
ftJI  capacity  on  orders  for  European  railways  and  for  Ameri* 
aa  railways  in  France. 
Uoder  all  these  circumstances,  the  heroic  efforts  of  ihe  Rail- 


86        THF.  AMERICAN  RAILROAD  PROBLEM 

roads'  War  Board  toward  the  end  of  the  period  of  private 
operation  were  unavailing.  Mention  has  already  been  made  of 
the  order  of  November  24  for  the  pooling  of  all  available 
facilities  on  all  roads  ca<ct  of  Chicago.  Thi»  order  did  involve 
"revolutionary  measures,"  as  claimed  by  the  carriers,  in  com- 
parison with  their  previous  steps  toward  unification;  but  even 
this  order  fdl  far  short  of  establishing  "a  continental  railway 
system."  More  drastic  measures  were  contemplated.  Absolute 
embargoes  were  to  be  multiplied,  ^iiid  through  tlie  authority  of 
the  Fuel  Administrator  and  the  Priorities  Director,  the  trans- 
portation service  was  to  be  practically  restricted  to  the  move- 
ment of  war  materials  and  stipplies,  coal,  fooilstuffs,  and  other 
absolutely  essential  commodities.  But  all  these  suggestions  anil 
plans  came  too  late.  A  fundamental  change  in  the  war  admin- 
istration of  the  railroads  was  on  the  horizon. 

The  exercise  of  governmental  authority  could  not  be  avoided. 
On  December  5,  1917,  at  the  height  of  the  railroad  crisis,  the 
Interstate  Commerce  Commission  transmitted  to  Congress  a 
special  report  "with  reference  to  transportation  conditions  as 
afTecting  and  affected  by  the  war  in  which  the  United  States 
is  now  engaged."  This  report  stated  briefly  and  succinctly  the 
essential  elements  of  the  railroad  situation.  The  war  had  im- 
posed upon  the  railroads  a  tremendous  traffic  burden.  This 
burden  must  be  adequately  cared  for :  in  order  tliat  the  war 
may  be  brought  to  a  successful  conclusion,  our  systems  of 
transportation  must  be  "placed  and  kept^on  the  plane  of  highest 
efficicjicy."  Such  efficienc)-  can  be  secured  only  through  unifi- 
cation. This  unification  can  be  established  in  one  of  two  ways: 
either  through  unified  operation  by  the  carriers  themselves,  or 
through  unified  operation  by  the  President  under  his  war 
powers.  If  the  first  policy  is  adopted,  the  anti-pooling  clause 
of  the  Act  to  Regulate  Commerce  and  the  Sherman  Act  as 
applied  to  railroads  must  be  repealed,  for  the  dunition  of  the 
war,  and  the  Government  must  provide  financi.-il  assistance  to 
the  roads.    If  the  second  policy  is  ado]>ted,  a  specific  guaranty 
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must  be  provtd«i  to  the  roads  for  the  use  of  their  property 
while  under  govenuncnt  control' 

This  aoalysis  constitutes  the  chief  substance  of  the  special 
report  of  the  majority  of  the  Interstate  Commerce  Commission. 
The  pr«ni«s — that  "it  is  necessary  that  our  transportation 
systems  be  placed  and  kept  on  the  plane  of  highest  efiiciency," 
and  that  "this  can  only  be  secured  through  unification  of  their 
operatioTu  during  the  period  of  war" — were  unquestionably 
MKind.  But  the  conclusions  of  the  Commission  suggested  the 
possibility  that  this  unification  might  be  effected  by  the  car- 
rier* themselves,  provided  certain  legal  obstacles  were  removed 
and  fioaocial  assistance  were  rendered  by  the  GovcmmenL 
The  decision  of  the  national  administration  to  resort  to  Fed- 
era!  Control  was  »  rejection  of  this  allemative  of  unified 
pri\-ate  operation  througli  voiunlarj-  agreement.  This  decision 
was  based  in  lai^c  measure  u[Kin  the  considerations  urged  by 
Comminsioner  Mc(Thord  in  his  minority  report.  He  argued 
that  "our  experience  with  railroad  committees"  justifies  the  be- 
lief "that  no  voluntary  commillee  can  accomplish  what  the 
sittiation  demands";  that  the  clement  of  self-interest,  competi- 
tive activities,  and  established  operating  practices  inevitably 
lead  to  the  lubordinalion  of  general  transportation  needs  to 
the  demands  of  private  advanl^ie;  that  "the  unification  of  the 
present  diversified  go^'cmmental  control"  is  essential ;  that  this 
can  be  accomplished  through  the  exercise  of  tlic  presidential 
power  to  take  possession  and  assume  control  of  the  railroads, 
or  through  the  centratiiation  of  public  authority  over  the 
r^ulatton  of  railroad  operations  now  vested  in  a  number  of 
i|CDa'c5 ;  that  in  either  case  "the  strong  arm  of  governmental 
iDthority  is  es.<ieniial  if  the  transportation  situation  is  to  be 
rascally  improved,"  '• 

In  view  of  the  growing  intensification  of  transport  diffi- 
culties, deliberation  was  short  after  this  report  of  the  Inter- 

'Special  BeiKirl  of  ilie  Interstate  Commerce  Commission  of  Decem- 
kx  5,  1417,  rcprintnl  in  Thirty-Kcond  Annual  Report,  1918,  pp.  S-7. 
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■tale  Commerce  Commission  wa»  published.  The  Prestder 
reached  a  swift  decision.  He  elected  to  adopt  the  second  of 
the  altcrnalivcM  suggested  by  the  majority  report,  to  rely  u 
the  remedy  of  Federal  Control  primarily  urged  in  the  minorit 
report  Accordingly,  on  December  26,  lyi  7,  Presiftcnt  Wilson, 
by  virtue  of  the  authority  vested  in  him  and  in  face  of  ibc  war 
emergency,  issued  a  proclamation  whereby,  through  the  Secre- 
tary of  War,  he  took  possession  and  assumed  control  from 
twelve  o'clock  noon  on  December  38,  1917,  "of  each  and  every 
system  of  transportation  an<l  the  appurtenances  thereof  locatedl 
wholly  or  in  part  within  the  boundaries  of  the  continental 
United  Slates  and  consisting  of  railroads,  and  owned  or  con- 
trolled systems  of  coastwi^  and  inland  transportation,  en- 
gaged in  general  transportation,  whether  o])crated  by  steam  or 
by  electric  power,  including  also  terminals,  terminal  companies 
and  tcrrainal  associations,  sleeping  and  parlor  cars,  private 
cars  and  private  car  lines,  elevators,  warehouses,  telegraph  and 
telephone  tines  and  all  other  equipment  and  appurtenances 
commonly  used  upon  or  operated  as  a  part  of  such  rail  or  com- 
bined rati  and  water  systems  of  transportation ; — to  the  end 
that  such  systems  of  transportation  be  utilized  for  the  transfer 
and  transportation  of  troops,  war  material  and  equipment,  to 
the  exclusion  so  far  as  may  be  necessary  of  all  other  traUk 
tlicrcon;  and  that  so  far  as  such  exclusive  use  be  not  necessary 
or  desirabte,  such  systems  of  transportalion  be  operated  and 
utiKzcd  in  the  performance  of  such  other  services  as  the  na- 
dona)  interest  may  require  and  of  the  usual  and  ordinary  busi- 
ness and  duties  of  common  carriers."  I-'or  the  lime  being, 
street  electric  passenger  railways,  including  tnlerurbans,  were 
expressly  excluded  from  the  jurisdiction  of  Federal  Control. 
The  President  delegated  his  authority  to  William  G.  Mc- 
Adoo,  who  was  ai)pointccl  Director -General  of  Railroads.  The 
Director-General  was  instructed  to  perform  his  duties,  to  the 
extent  that  he  may  deem  desirable,  througli  the  boards  of 
directors,  receivers,  officers,  and  employees  of  the  railroad 
companies,  whose  existence,  identitj',  and  operating  machinery 
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were  to  be  maintained  in  the  usual  way,  Tlie  carriers  were 
declared  to  remain  "subject  to  all  existing  statutes  aiid  orders 
of  Ibe  Interstate  G^mmerce  Commission,  and  to  all  statutes 
and  orders  of  regulating  commissions  of  the  various  states," 
but  that  all  orders,  general  or  special,  thercaficr  issued  by  the 
Director-General  "shaU  have  paramount  authority  and  be 
obeyed  as  such." 

Tbc  presidential  proclamation  also  provided  for  agreements 
wilh  the  carriers  for  the  adjustment  of  the  compensalioii  to 
be  paid  them  for  the  use  of  their  properties.     The  Director- 
General  was  ordered  as  soon  as  possible  to  "enter  upon  nego- 
tiations with  the  several  companies  looking  to  agreements  for 
jost  and  reasonable  compensation  for  the  possession,  use  and 
rontrol  of  their  respective  properties  on  tlie  basis  of  an  annual 
guaranteed  compensation,  above  accruing  depreciation  and  the 
maintenance  of  their  properties,  equivalent,  as  nearly  as  may 
be,  to  the  average  of  the  net  operating  income  thereof  for  the 
three-year  period  ending  June  30,  1917,"  the  results  to  be 
reported  to  the  President  "for  such  action  as  may  be  appro- 
jwiatc  and  lawful,"  and  the  agreements  not  to  "be  deemed  in 
any  way  to  impair  the  rights  of  the  stoi'kholders,  bondholders, 
creditors  and  other  persons  having  interests  in  said  systems 
of  transportation  or  in  the  profits  thereof,  to  receive  just  and 
•dequate  compensation."     In  the  meantime  it  was  provided 
that  "regular  dividends  hitherto  declared,  and  maturing  interest 
upon  bonds,  debentures  and  other  obligations,  may  be  paid  in 
doe  coarse";  that  "such  regular  dividends  and  interest  may 
continue  to  be  |>aid"  unless  the  Director-General  shall  order 
nberwise;  and  that,  upon  the  approval  of  the  Director-Gen- 
eral, "the  various  carriers  may  agree  upon  and  arrange  for 
d*  renewal  and  extension  of  maturing  obligations." 

These  stipulations  comprehend  the  substance  of  President 
Wilson's  railroad  proclamation.  The  roads  were  taken  over  by 
die  Govertmient  during  the  recess  of  the  national  IcEislaturc. 
On  Jamiary  4,  1918,  immediately  after  its  reassembly,  the 
Pttsident  addressed  Congress,  explaining  the  character  of  the 
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circumstances  which  had  led  to  the  taking  of  this  step  which 
he  (k«me<i  "imperatively  nccessar)-  in  the  interest  of  public 
welfare,"  and  sug:^ming  the  need  of  appropriate  legislation, 
particularly  of  a  financial  character,  for  adjusting  the  relation- 
ship between  Itie  Goveniment  and  the  owners  of  the  roads. 
This  legislation,  which  constitutes  the  legal  framework  of 
federal  railroad  control,  and  which  we  shall  describe  and 
analyze  in  the  following  chapter,  was  enacted  on  March  3i, 

§(i.     Thr  Causes  of  Federal  Control 

We  have  examined  the  salient  facts  which  led  to  the  substi- 
tution of  Federal  Control  for  private  management.  The  causes 
of  Federal  Control  are  to  be  found  in  the  whole  complex  of 
circumstances  described  in  the  preceding  pages.  It  is  ncces- 
sary,  however,  to  isolate,  if  possible,  the  fundamental  or  de- 
termining causes,  in  order  that  unwarranted  conclusions  may 
not  be  <lrawn  from  tlic  forced  adoption,  in  the  war  emergency, 
of  the  seemingly  radical  policj-  of  govcmmcnl  railroad  opera- 
tion. At  the  time  of  the  transition  to  Federal  Control,  extreme 
interpretations,  of  conflicting  character,  were  placed  upon  the 
event.  There  was  a  dispusition  I0  center  llie  dominant  respon- 
sibility either  in  the  .system  of  private  ownership  and  operation 
as  such,  or  in  the  system  of  government  regulation  as  it  had 
traditionally  developed. 

The  proponents  of  public  owiwrship  saw  in  the  breakdown 
of  the  railroad  service  during  the  winter  of  1917.  when  its 
mainietiance  was  of  crucial  national  importance,  conclusive 
proof  of  the  inherent  incapacity  of  our  privately  owned  rail- 
road system  to  function  satisfactorily.  In  their  eyes,  therefore, 
Federal  Control,  llioug})  a  war  measure,  implicitly  involved  far- 
reaching  consequences:  the  resort  to  government  operation 
during  the  war  was  the  beginning  of  a  system  of  public  control 
which  required  only  additional  legislative  authorization  to  be 
turned  into  permanent  railroad  policy.    The  critics  of  our  sys- 
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tern  of  railroad  regulation,  on  the  other  )iaii<l,  imbiivd  wrtti  an 
abiding  failli  in  the  effidcnc}-  and  beneficence  of  unhampered 
private  iniliative,  construe*!  the  same  events  as  constituting  a 
public  recognition  of  the  restrictive  character  and  p^iraUving 
effect  of  thirty  years  of  interference  with  railroad  enterprise 
by  the  Federal  Government,  and  of  the  havoc  wrought  by  the 
additional  burden  of  confltctini;  state  laws.  The  very  necessity 
of  greater  centralization  of  governmental  authority  in  the  war 
emergency  was  regarded,  in  the.se  quarters,  as  an  augury  of 
relief  frtrni  governmental  supervision  upon  the  termination  of 
Federal  Control.  A  little  reHeclion  will  indicate  that  neither 
view,  in  its  extreme  form,  is  justi6ed  by  the  facts.  The  rail- 
rost]  breakdown  cannot  reasonably  or  justly  be  saddled  allo- 
gelber  upon  the  carriers  (because  of  ihc  defects  of  private 
aanagcment  as  such),  or  upon  the  Government  (because  of  the 
shortcomings  of  public  regulation).  Both  the  railroads  and 
the  Government  contributed  to  the  result. 

Rcsponsibilit)'  for  the  inadcquac)'  of  plant  and  equipment, 
doe  to  impaired  railroad  credit,  muM  l>e  shared  by  the  carriers 
as  well  as  by  the  public  authorities.  The  situation  was  acute 
(Ten  before  the  extraordinary  war  burden  was  imposed  upon 
the  roads.  Insufficient  revenue,  because  of  the  rejwatcd  failure 
of  the  Interstate  Commerce  Commission  to  sanction  rate  ad- 
vances, deprived  the  earners  of  surplus  earnings  for  additions 
ad  bcltermcnts,  and  weakened  their  credit  position.  But 
wUle  restrictive  railroad  regulation,  in  the  face  of  mountii^ 
aats  and  of  increasing  opportunities  for  speculative  gain  in 
private  industr)-.  undoubtedly  rendered  the  task  of  attracting 
ophal  into  transportation  enterprise  more  difficult,  those  in 
diarge  of  railroad  policy  tntcnsitied  the  difficulty  by  yielding; 
too  reulily  to  the  temptations  of  personal  profit  and  corporate 
advantage  at  tl»e  expense  of  the  public  welfare.  The  methods 
nployed  were  often  "unlovely"  and  sometimes  dishonest. 
Tht  early  manipulations,  especially  in  the  construction  period, 
lave  never  entirely  lost  their  influence  upon  the  public  mind. 
Tliey  still  serve  as  "horrible  examples" ;  their  fruit  manifests 
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itwif  in  deqj-sealed  diiUnist  and  vigorous  antagonism.  The 
plea  of  llie  railroads  to  "let  by-goncs  be  by-goncs,"  and  not  to 
jcoi»ar<Jizc  the  effect iveness  of  the  present  transportation  serv- 
ice because  of  resentment  at  past  misdeeds,  is  entirely  reason- 
able, and  might  prove  acceptable,  if  the  more  recent  practices  of 
the  carriers  had  been  free  from  similar  reproach.  But  the 
modern  resort  to  "hanker-managcinciit"  is  harmful  alike  to 
the  transportation  service  and  to  the  credit  structure  of  the 
railroad  comiKtnies ;  and  the  financial  scandals  of  recent  years 
— l!ie  New  Haven,  the  Rock  Island,  and  the  Frisco  inevitably 
cofnc  to  mind — have  added  fuel  to  the  forces  which  arc  de- 
structive of  confidence  in  private  railroad  operation,  and  con- 
tribute to  the  progressive  impairment  of  railroad  credit.  The 
effect  of  llnrse  combined  influences  was  the  more  keenly  felt  as 
railroad  traffic  was  augmented  by  the  e.xtraordinary  demands 
of  war.  and  the  insufficiency  of  plant  and  equipment  reached 
the  stage  of  acute  public  concern. 

The  inadequacy  of  transportation  facilities  was  accentuated, 
also,  by  the  resistance  of  shipjicrs.  esi>ecial!y  a  few  of  the 
stronger  groups  of  shipjicrs,  to  the  abatement  of  special  privi- 
leges in  the  use  of  railroad  equipment  that  had  grown  up  under 
our  sy.stcni  of  compelilivc  railway  management.  The  exi- 
gencies of  keen  rivalr>'  for  traffic  had  led  to  acquiescence  by  the 
railroads  in  demands  of  ship|)ers  clearly  detrimental  to  the 
public  service.  Equipment  was  frequently  detained  for  a  much 
longer  period  than  was  necessary  to  unload  it.  Demurrage 
rales  were  low;  demurrage  rules  were  laxly  enforced.  There 
was  a  marked  predileclion  on  the  part  of  the  shipper,  there- 
fore, to  use  the  frelRht  car  as  a  warehouse  for  storage  pur- 
poses. The  reconjignment  privilege  was  widely  abused  by 
commission  men,  who  came  to  depend  upon  the  railroads  to 
provide  them  with  "business  plants."  This  evil  was  so  serious 
that  even  in  normal  times  it  prohaMy  constituted  the  greatest 
single  cause  of  terminal  delays.  The  effect  was  especially 
harmful  during  the  war  emergency,  when  increased  efficiency 
througli  intensive  utilization  of  inadequate  plant  and  equip- 
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lent  came  to  be  a  matter  of  prime  public  importance.  Tht 
railroads'  Commission  on  Car  Service,  by  appealing  to  patriotic 
motives  and  enforcing  stringent  rcgfulatioos,  secured  a  high 
degree  of  cooperation,  and  acliicved  notable  advances  in  break- 
ing down  the  self-interest,  obstinacj\  and  mere  habit  that  con- 
stituted the  groundwork  of  these  objectionable  service  prac- 
tices. Htit  there  was  much  inertia  to  ovcrconH-,  and  the  results 
wrrc  never  entirely  satisfactory.  In  spite  of  many  savings,  as 
compared  with  tlte  pre-war  situation,  plant  and  equipment 
were  not  used  to  maximum  capacity  until  tlic  Railroad  Admin- 
titration  was  clotlied  with  mandatory  authority  under  Federal 
Control.  Responsibility  for  thes«  diHicuhics  must  likewise  be 
divided  between  the  railroads  and  the  Govcnunent,  These  ex- 
travagant privileges  grew  out  of  the  early  prodigality  of  com- 
[)etitive  railway  management.  But  in  so  far  as  extreme  com- 
petitive rivalry  was  induced  by  express  stipulations  of  I^s- 
btive  enactment  or  administrative  order,  undue  reliance  being 
phccd  upon  tlie  principle  of  competition  in  an  industry  natur- 
ally mon<}polistic,  the  source  of  the  evil  may  be  traced  to  a 
mistaken  philosophy  of  public  regulation.  Moreover,  the 
pn^lcm  of  service,  alwaj's  of  incalculable  public  importance, 
had  been  largely  neglected  in  our  system  of  railroad  regula- 
Ikm.  Under  the  pressure  of  war,  when  the  free  and  expedi- 
tious flow  of  traflic  was  the  prime  transportation  task  to  be 
accomplished,  the  effect  of  this  neglect  (because  governmental 
authority  had  been  restricted,  for  the  mo^t  part,  to  questions 
of  rates  and  financial  return)  was  felt  very  keenly  and  added 
substantially  to  the  difficulties  of  private  war  administration. 
The  obstacles  to  railroad  cooperation  al»>  find  their  source 
ia  both  governmental  restriction  and  railroad  policy.    The  il- 

iq;ality  of  pooling  and  the  prohibitions  of  the  anti-lrust  laws 
d^nitely  hampered  the  roads  in  their  effort  to  secure  the 
maximum  of  transportation  efficiency  through  voluntar>'  co- 
operation. The  anti-pooling  provision  of  the  Act  to  Regulate 
Cnmnercc  and  the  competitive  principle  involved  in  the  Sher- 
nqfl  Act,  as  applied  to  railroads,  represent  very  questionable 
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public  policy  even  under  normal  conditions.  Their  essential 
incompatibttity  with  the  needs  of  war-time  railroad  administra- 
tion was  clearly  recognized  both  in  the  majority  report  of  the 
Interstate  Commerce  Commission  and  in  the  minority  opinion 
of  Commissioner  McChord.  The  dec«iitralualion  of  govern- 
mental jurisdiclioo,  which  manifested  itself  in  conflicting  au- 
thority over  car  service,  likewise  rcndcrc<i  the  task  of  the  roads 
more  arduous  and  diminished  lh<.'  effectiveness  of  their  co- 
operative efforts.  Hut  the  railroads  did  not  avail  themselves, 
promptly  and  energetically,  of  such  powers  as  were  lawfully 
vested  in  them  and  of  such  practices,  though  extra-l^al,  as 
received  the  informal  sanction  of  the  public  authorities.  The 
Railroads'  War  Board  showed  a  marked  reluctance  to  trans- 
late into  concrete  action  the  general  professions  of  the  resolu- 
tion of  April  II,  1917.  The  merely  individual  and  competi- 
tive activities  of  the  roads  were  accorded  undue  consideration. 
Radical  changes  in  admini»l ration  were  postponed  as  long  a« 
possible.  There  was  a  concerted  determination  to  discourage 
the  assumption  of  authority  by  the  Government  in  the  admin- 
istration of  the  roads;  but  this  determination  seemed  lo  be  un- 
accompanied by  a  willingness  to  take  such  measures  as  would 
rcttder  govcmmcnlal  action  unnecessary.  We  have  already 
noted  that  not  until  November  24,  when  railroad  conditions 
had  become  critical  and  chaotic,  were  the  first  steps  taken  in 
the  "revolutionary"  program  of  the  carriers. 

But  the  primary  cause  of  (he  breakdown  in  railway  service 
in  the  winter  of  1917.  for  which  responsibility  cannot  be 
justly  placed  either  upon  the  railroads  or  upon  the  Govern- 
ment, was  the  magnitude  of  the  transportation  task  imposed 
upon  the  roads  by  the  war  situation.  The  essential  facts  have 
been  reviewed.  A  vast  increase  of  iraflic,  diversified  in  char- 
acter and  calling  for  expeditious  movement  and  often  for 
special  facilities,  concentrated  to  a  large  degree  in  a  narrow 
strip  of  territor)-  along  the  eastern  seaboard,  was  suddenly 
thrust  upon  a  railroad  system  scarcely  adequate  to  meet  the 
demands  of   normal    industrial  cxpanuon.     It   is   doubtful 
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;r  the  most  honest,  far-sighted,  and  cflkicnt  railway 
inagcmcnt,  operating  th(^  roads  under  aii  luiustuilly  wise  and 
iotcUigient  system  of  public  regulation,  would  have  been  equal 
u  the  occasion  witliout  undergoing  radical  reorganization.  It 
seems  as  sound  to  accept  the  philosophy  of  "business  as  usual," 
in  spite  of  war,  as  to  expect  the  railroads  to  develop  under 
ixmnal  peace  comhtions  a  transportation  system  capable  of 
isaumng  the  extraordinary  burdens  of  a  great  war.  Only  a 
ution  with  a  highly  developed  miliuristic  spirit,  compelled  by 
the  hostility  of  surrounding  powers  lo  provide  for  the  defense 
of  its  people,  or  bent  upon  aggression,  would  so  develop  its 
system  of  transportation  as  to  be  adequate,  normally,  to  meet 
the  traffic  demands  arising  out  of  a  great  international  con- 
flict Snch  preparedness  is  neilber  necessary  nor  desirabk. 
A  reasonable  measure  of  surplus  capacity,  together  with  such 
floribility  in  operating  practice  as  lo  render  the  plant  promptly 
RSpOnstvc  to  growing  irxluslriul  needs,  are  essential  character* 
istics  of  all  well-organized  business  units,  in  transportation  as 
in  other  fields  of  economic  enterprise ;  but  the  development  of 
a  permanent  tr;tn«{)ortation  structure  designed  to  meet  the 
needs  of  war  would  involve,  aside  from  its  harmful  political 
ioftnence,  vast  and  intolerable  economic  waste. 

The  exigencies  of  war,  therefore,  inevitably  demanded  a  re- 
oreaoization  of  operating  practice  and  the  provision  of  admin- 
titrative  machinery  for  the  sjiccial  emergency.  In  the  words 
(rf  the  Interstate  Commerce  Coinniissiuii.  the  railroads  "must 
be  drawn,  like  the  individual,  from  the  pursuits  of  peace  and 
mobittzed  lo  win  the  war."  The  problem  of  the  winter  of 
1917,  tbea,  was  largely  one  of  method.  Shall  itie  war  ad- 
niinstratton  of  the  railroads  be  effectuated  through  voluntary 
pmate  co^jeration.  or  shall  "the  strong  arm  of  governmental 
waAtority"  be  invoked  for  the  purpose?  Three  important  con- 
Hderadons,  in  addition  to  those  previously  set  forth,  led  to  the 
adoption  of  Federal  Control. 

In  the  first  place,  unity  of  operation  was  indispensable,  and 
is  complete  attainment  was  incompatible  with  private  opera- 
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lion.  "It  had  become  unmistakably  plain,"  said  President 
Wilgon  ill  his  address  to  Congress  of  January  4.  1918,  "that 
only  under  govenimeitt  administration  can  the  entire  e<jutp- 
ment  of  the  Mvcral  systems  of  transportation  be  fully  and 
unreservedly  thrown  into  a  common  service  witlraut  injurious 
disc  ri  mi  nation  against  particular  properties.  Only  under  ^v- 
crnment  adminislntion  can  an  absolutely  unrestricted  atw]  un- 
emb:irni^M;>l  common  use  be  made  of  ail  tracks,  lenninab, 
Icfminal  facilities  and  equipment  of  every  kind.  Only  under 
that  authority  can  new  terminals  be  constructed  and  developed 
without  r^ard  to  tite  rcquirentcnts  or  limitations  of  particular 
roads."  The  mere  sus{tcn»>on  of  restrictive  legislation  could 
not  be  relied  upon  to  produce  sucli  imificatkm ;  for  the  legal 
right  to  cooperate  freely  would  not  necessarily  lead  to  the 
elimination  of  all  the  merely  individual  and  comiwtilive  activi- 
ties of  the  roads.  Alen  arc  moved  by  patriotic  motives  in  vary- 
ing degrees.  Voluntary  service,  in  time  of  war.  frequently 
proves  itself  as  ineffective  as  it  is  inequitable.  The  conscrif^ 
tion  of  man-power,  through  tlic  adoption  of  the  selective  draft 
act,  was  grounded  in  sound  principle  and  large  experience. 
L'nificd  railroad  operation  under  private  management,  if  suc- 
cessfully achieved,  would  involve  Snancial  sacrifices  by  some 
of  the  carriers.  So  long  as  the  roads  arc  operated  for  private 
profit,  the  conservation  of  corporate  advantage  constitutes  a 
normal  and  reasonable  objective  of  those  charged  with  the 
tasks  of  management.  Tlie  "traffic  influence,"  because  of  the 
legilimate  claims  of  self-interest,  becomes  sufficiently  controll- 
ing to  prevent  or  retanl  the  subordination  of  private  gain  to 
the  common  need  of  transportation  service.  The  obstacles  to 
genuine  unification  thus  assume  menacing  proportions.  The 
urgent  demands  of  the  war  situation  cOutd  iwt  be  made  to 
depend,  for  tlieir  fulfilnKnt,  upon  the  voluntary  consent  of  the 
railroads  to  submerge  their  private  interests.  Unity  of  opera- 
tion was  a  neces»i(y ;  Federal  Control  made  it  an  actuality. 

The  problem  of  Anancing^  the  railroads  during  the  war  con- 
stituted  a  second   important  consideration   in  the  transitioa 
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from   private   management  to  govcrtuncnt  operation.     Even 
before  the  outbreak  of  war  the  status  of  railroad  credit  had 
been  verj-  weak.    Tbe  traffic  burden  imposed  by  war  demands 
created  an  immediate  need  for  extensive  additions  to  plant 
and  (KjutpmcDt,  and  at  the  same  lime  the  ability  of  the  roads 
to  secure  new  ca^iital  was  further  weakened.    Operating  under 
pre-war  level  of  rates  and  charp^s,  the  railroads,  in  spite  o£ 
enormous  growth  of  traffic  and  the  highly  favorable  earn- 
ings of  the  year  ending  June  30,  1917.  found  it  impossible  to 
attract  sufficient  capital  to  meet  their  urgent  needs.    The  war 
demand    fur  capital  was  unprccedcnlcd  and  was  taxing  our 
financial  structure.     American  investors  had  absorbed  about 
iwo>thirds  of  the  American  securities  that  had  been  owned 
^oad  prior  to  August,  1914.     The  railroad  securities  alone 
thrown  upon  the  American  market  by  foreign  holders  have 
been  estimated  at  belwi-en  $1  ,;^x).ooo,ooo  and  $2,000,000,0001 
Extensive  loans  to  the  French  and  Uiitish  governments  had 
been  financed  in  this  countr}'.     The  American  people  had  al- 
ready subscribed  about  $6,000,000,000  for  liberty  bonds,  and 
this  constituted  but  a  beginning  of  our  own  government's  finan- 
dal  operations.     Moreover,  the  opportunities   for  extraordi* 
narily  profiuibte  investment,  especially  in  the  war  industries, 
were  so  great  and  so  readily  available  that  railroad  securities, 
necessarily  limited  in  income  yield,  made  no  appeal  to  such 
free  capital  as  was  seeking  new  commitments.    The  finan- 
cial  situation  was  no  less  critical  than  the  operating  prob- 
km.      Government   assiS'tance   was   imperative.     Because   of 
the  exigencies  of  its  own  financial  operations,  this  assistance 
cuuld    be    rendered     more    effectively    through    actual    as- 
tumption  by  the  Government  of  sole  responsibility   for  the 
faanctal  needs  of  the  roads.    While  private  corporations  could 
not  hope  to  comi>efe  successfully  with  the  Treasury's  drives 
for  liberty  loans,  llie  Government  could  as  ill  afford  to  permit 
krjtt  private  users  of  capital  to  urge  their  claims  in  competi- 
tioawith  those  of  the  nation.    Coordination  of  financial  effort 
ential.    The  Frciidcnt  rightfully  stre&sed  this  point  in 
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his  address  to  Congress.  "It  is  necessary  .  .  .  that  the  large 
financial  operations  every  year  neccssarj-  in  connection  with 
the  maintenance,  operation  and  development  of  the  roads 
should,  during  the  period  of  the  war,  be  wisely  related  to  the 
financial  operations  of  the  govemniciit."  Again,  "it  is  of  Ihc 
utmost  conK:quencc  to  the  government  itself  that  all  great  fi- 
nancial operations  should  t>c  stabilized  and  coordinated  with 
the  financial  operations  of  the  government.  .  .  .  No  borrow- 
ings should  ntn  athwart  the  borrowings  of  the  federal  treas- 
ury. .  .  ."  From  the  standpoint,  then,  of  both  the  railroads 
and  the  Government,  the  unification  of  financial  operations 
was  urgently  necessary.  Federal  Control  achieved  the  result. 
'Finally,  Federal  Control  was  calculated  to  relieve  (he  labor 
situation.  In  Ihc  winter  of  1917  the  railroads  were  threaten- 
ingly short-handed.  Some  of  the  carriers,  in  their  returns  to 
the  Railroads*  War  Board,  reported  a  net  shortage  of  one- 
eighth  of  their  entire  labor  force.  Moreover,  tiic  percentage 
of  labor  turnover  was  l>ccoming  alarmingly  great.  The  Penn- 
sylvania Railroad,  for  example,  was  hiring  more  than  four 
times  the  number  of  men  usually  employed  in  order  to  main- 
tain its  normal  force.  Tliis  constant  withdrawal  of  railroad  _ 
labor  was  due  in  part  to  the  call  of  militar)-  service,  but  more  I 
especially  to  the  lure  of  high  remuneration,  particularly  in  the 
war  industries.  The  result  was  a  decided  lowering  of  the 
standards  of  railway  efficiency.  The  cmployrocnl  of  unskilled 
and  i ne X per icn ceil  men,  to  fill  the  constantly  recurring  vacan- 
cies, proved  as  deleterious  in  its  effect  upon  the  service  as  the 
actual  shortage  of  laborers.  And  tlie  fact  that  the  need  of 
transportation  efficiency  was  so  urg>cnt  accentuated  tlie  prob- 
lem. War-time  control  over  men,  to  a  larger  extent  even  than  ^ 
control  over  economic  resources,  can  be  exercised  most  ef-  ■ 
fcctivcly  through  governmental  authority.  The  machinery  of 
the  selcctKc  draft  act  was  designed  to  institute  such  control. 
•  mobilise  man-power  for  the  war  effort.  This  mobilization 
IS  not  restricted  to  the  development  of  the  military  service. 
w    maintenance    and    expansion    of    essential    industries, 
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through  the  military  exemption  of  iiee<Io<I  personnel,  was  an 
integral  clement  of  ihc  mobilization  process.  Railroad  trans- 
portation is  a  key  industrj- ;  its  proper  functioning  is  eitscntial 
to  the  success  of  all  indmirial  enterprise.  Ttic  depletion  or 
disorganization  of  the  railroad  labor  force,  ihereforc,  would 
bavc  constituted  a  very  serious  defect  in  the  national  utiliza- 
tion of  man-power.  The  Government  posscsst-d  ample  author- 
ity to  avert  such  a  result,  even  under  private  management-  Bui 
the  direct  governmental  jurisdiction  over  railway  emptoyees 
resulting-  from  Federal  Control  simplified  the  problem  and 
ficSitated  its  solution.  Moreover,  (be  Government  was  in  a 
better  position  than  the  railroad  corporations,  to  remove  the 
ptieral  dissatisfaction  that  pervaded  all  ranlt^  of  railroad 
hbor  toward  the  end  of  IQ17,  and  thereby  to  safeguard  more 
efectively  the  continuity  of  the  transportation  servioe. 


CHAPTER  IV 


FEDEHAL  BAIUWAO  CONTROL 


We  have  traced  briefly  th«  dtain  of  events  in  tlie  latter 
of  1917  which  resulted  in  the  assumption  of  control  over  our 
transportation  Hystem  by  llie  Federal  Government,  and  we  have 
exatnitKd  the  fundamental  causes  which  made  such  action  in- 
evitable. It  is  the  puqwsc  of  this  ch:iptcr  to  analyze  the  Fed- 
eral Control  Act,  to  describe  the  organization  of  the  United 
States  Railroad  Administration,  and  to  review  the  principal 
polictea  and  activities  of  the  Administration  during  the  twenty- 
six  months  of  federal  railroad  control.  An  analysis  and  evalua- 
tion of  the  mulls  of  Federal  Control  will  be  reserved  for  the 
follou-tng  chapter. 

Federal  Control  became  an  actuality  when  Mr.  William  G- 
McAdoo,  a$  Director-General,  acting  under  authority  vested  in 
him  by  tlie  President,  look  official  cliarj^e  of  the  roads  January 
I,  1918.  Two  things  remained  to  be  done  in  order  that  public 
operation  might  become  definitely  established,  both  in  law  and 
in  fact.  First,  the  proclamation  of  the  President  had  to  be 
incorporated  in  appropriate  kgisbtion.  Second,  an  operating 
admin i.«tration  had  to  be  oi^nized.  The  Director-General 
set  himself  In  the  latter  ta.sk  immediately;  it  w.is  not  until  late 
in  March  that  legislation  defining  the  relationship  between  the 
Government  and  the  carrier*  was  enacted.  In  describing  these 
two  phase.1  of  the  initiation  of  Federal  Control,  we  shall  adopt] 
the  logical  rather  than  the  chronolt^al  order. 


%t.    Analysis  of  the  Federal  Control  Act 

On  March  21st,  1918,  Congress  passed  tlic  Federal  Control! 
Act,  "An  Ad  to  provide  for  the  Operation  of  Transportation ] 
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Systems  while  umJcr  Federal  Control,  for  the^.^ust  cotnpcnsa" 
t  jiDO  of  their  owners  and  for  other  purposes."  ■  'TJia  law  rcce^ 
PSsed  the  action  of  the  President  in  assumitig  conl/l>l'.of  almost 
"  our  entire  nelwoA  of  railroad  properties,  and  pfot^lcd  that 
all  railways  engaged  in  general  transporlation  as  coriimoii  car- 
rier*, except  inlcrurban  clectrit  lines,  be  considered  as  under 
Federal  Control.  The  jurisdiction  of  the  Govemment-.alf», 
included  skcping-car  companies,  refrigerator  car  lines,  and  the. 
business  of  the  express  carriers  as  centered  in  the  American 
Railway  Express  Company.  Public  authority  extended,  fur- 
tlwTinore,  to  the  utilization  and  control  of  inland  and  coastal 
vralerways,  although  existing  agencies  of  water  transport  were 
tut  formally  taken  over  by  the  Government.  The  act  recog- 
BBied  specifically  "that  the  transportation  systems  arc  being 
operated  under  a  unified  and  coordinated  national  control  and 
not  in  competition." 

The  chief  purpose,  and  much  of  the  content,  of  the  Federal 
Control  Act  was  (o  provirle  compensation  to  the  owners  of  the 
railroads  for  the  use  of  their  properties  while  under  the  man- 
agement of  the  Federal  Government.    The  adjustment  of  this 
OBipensation  proved  to  be  the  problem  of  greatest  difficulty 
in  the  framing  of  the  act.    As  finally  passed,  it  guaranteed  a 
conpensatton  to  each  carrier  e((ual  to  its  average  annual  rail- 
•ay  operating  income  for  the  three  years  ending  June  30.  1917. 
TW  President  was  authorized  to  make  agreements  with  the  in- 
jtvidual  companies  guaranteeing  this  return  to  each  of  them 
tof  the  entire  period  of  Federal  Control;  provided,  however, 
thai  if  il  were  found  that  during  a  f^ubstanlial  portion  of  these 
fttree  years  the  earnings  of  a  particular  carrier  were  for  any 
reason  abnormal,  the  President  might  make  an  agreement  for 
twli  amount  of  compensation  as  he  should  deem  just.     In 
tht  event  that  no  equitable  Bgure  could  be  agreed  upon  by  the 
Prtsidcnt  and  the  carrier,  the  act  provided  that  boards  of  ref- 
mti  should  be  appointed  by  the  Interstate  Commerce  Com- 
mitsion,  to  hold  hearings  and  fix  the  amount  of  compensation 
in  accordance  with  their  findings.     Or  finally,  "failing  such 
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agreement,  cit)KT.  tJie  Unilcd  Slates  or  such  carrier  may  file 
petition  ill  tjie-,(^rt  of  Claims,  for  the  purpose  of  determin- 
ing such  just  compensation."  Pending  the  cxenition  of  the 
agrecmciiCvl'hc  President  was  autliorized  to  pay  to  the  carrier, 
at  svcH  Wnes  as  might  be  desirable,  a  portion  of  the  compcn* 
salion.  hot  to  exceed  each  year  ninety  per  cent,  of  the  estimated 
UTiount  of  the  aniiuai  return. 

■..'■■■The  ihrce  years  selected  as  the  test  period  were  chosen  for 
the  purpose  of  obtaining  a  normal  standard  of  railway  returns. 
The  year  1915  was  a  poor  year  for  the  railroads;  in  1916,  due 
to  war  traffic,  the  results  were  much  belter,  and  exceeded  in 
some  measure  the  normal  condition  of  railroad  earnings;  1917 
was  by  far  the  l>est  year,  as  regards  earnings,  that  the  railroads 
had  experienced  in  tlieir  entire  historj'.  It  was  felt  that  the 
average  earnings  of  these  three  years  would  give  a  reasonable 
basis  of  return,  with  the^error^  if  any,  on  the  side  of  generos- 
ity— where  it  should  be.  This  average  net  operating  income 
for  the  three-year  test  period — constituting  the  basis  of  the 
standard  return  guaranteed  to  the  roads — amounted  to  ap- 
proximately $905,000,000.  The  net  operating  income  for  the 
year  1917 — the  fiscal  [>eriod  immediately  preceding  Federal 
Centre! — was  $974,778,000,  exceeding  by  about  $70,000, 
the  amount  of  the  standard  return.  But  the  ohjeetion 
strongly  urged  that  the  result  was  too  favorable  to  the  roads.* 
The  test  period  was  an  unusually  prosperous  one,  and  the  con- 

*  The  followinR  commmt  voice*  IhU  objection  In  rigoroas  Unmiasr 
"Alter  the  pajrmeiit  of  all  interctl  the  rAilroadi  at  a  whole.  unJer  tli< 
projiORcd  gtiiiTAniv,  would  «flm,  net,  approximatclv  eight  anil  one-half 
per  cent,  of  all  llicir  capjiat  stock  outatatKliiiK;  th!*  tnclodrs  the  rich 
and  the  pnoT.  waicr  and  all.  Think  of  substiiuiinB  for  the  six  billiont 
of  dollars  of  railivoO  stocks  in  this  country,  six  iMlIions  of  dollars' 
worth  of  eight  and  one-half  per  cent,  govemracnt  bond*.  .  ,  .  We  arc 
shteldinie  the  tailruodi  from  the  cffecis  of  ttic  war;  we  are  pfotccling 
them  from  all  advances  in  the  1:0(1  of  materials  and  in  the  cotl  of 
labor;  we  are  Knanuitceing  the  railrwHl)  their  net  itKome  during  the 
moat  pro«p«foiu  thr(«-r«ar  period  since  the  steam  enaine  was  invented 
— rejrardlcss  of  what  may  happen  to  their  exren*".  Clifford  Thorn. 
'Yfovemmcnt  Operation  of  American  Rnilroadf."  /tnitals,  March  iqiI^ 
Pl  87.  See  also  uiioo  and  Parmelec,  H'ar  .-Idmimistnlwrn  of  ihe  Rail- 
woyt  in  th*  Unittd  Stattt  and  Gmt  Srit«iH,  p.  ijS  (New  Edition, 
1919). 
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tract  proviiions  were  certainly  not  unfavorable  to  the  carriers. 
It  ii  the  general  opinion,  however,  that  the  policy  of  Congress, 
as  recommended  by  the  President  and  incorporated  jn  tlie  Fed- 
eral Control  Act,  was  a  wi»e  policy.  The  spring  of  1918,  at 
(be  very  moment  of  the  supreme  effort  of  the  German  war 
machine,  was  not  a  time  to  antagonize  any  important  group  of 
citizens,  or  to  deal  grudgingly  even  with  capital  invested  in  a 
public  service  industrj'.  Moreover,  Federal  railway  adminis- 
tration was  bound,  in  some  measure,  to  have  a  harmful  effect 
upon  the  roads.  Under  war  condiiions,  deferred  maintenance 
could  hardly  be  avoided.  Diversion  of  traffic,  with  its  inevit- 
able deUruction  of  corporate  good-will,  was  an  essential  condi- 
tion of  the  unification  sought  to  be  achieved  through  Federal 
Cotitrol.  Such  reparation  as  the  roads  might  be  able  to  se- 
cure after  protracted  litigation  could  hardly  offset  immediate 
losses  in  physical  efficiency  and  traffic  influence.  It  seemed 
expedient,  therefore,  to  guarantee  such  earnings  to  the  car- 
riers as  would  make  possible  a  continuation  of  current  divi- 
dend payments  and  the  maintenance  of  current  security  values; 
and  thus  to  provide,  in  addition,  such  assurance  for  other  in- 
dustries as  would  allay  their  fears  of  uncompensated  expro- 
priation. 

But  provision  tor  compensation,  while  the  most  important 
iieni,  was  not  tlie  only  matter,  even  of  a  financial  character, 
covered  in  the  act.  It  was  stipulated  also  that  all  rental  agree- 
ments should  "contain  adequate  and  appropriate  provisions 
for  the  maintenance,  repair,  renewal  and  depreciation  of  the 
property,"  and  the  promise  was  made  that  the  properties  would 
be  returned  to  their  owners  at  the  expiration  of  Federal  Con- 
trol in  substantially  as  good  repair  and  with  as  good  equip- 
ment as  when  taken  over.  Furthermore,  the  act  appropriated 
the  sum  of  $500X>DO,ooo,  which  was  to  constitute,  together 
with  any  earnings  of  the  roads  in  excess  of  the  annual  com- 
pensation, a  so-called  Revolving  Fund.  Out  of  this  fund  the 
President  was  instructed  lo  pay  the  expenses  of  Federal  Con- 
trol, the  compensation  of  the  carriers  tn  so  far  as  might  be 
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necessary,  and  to  "provide  terminal!),  motive  power,  cars,  and 
other  neceuary  equipment."  From  this  fund,  too,  advances 
could  be  made  to  carriers,  to  cover  such  necessary  improve- 
ments and  additions  as  the  Government  required  Ihcm  to  make. 
Since  one  of  the  purposes  of  Federal  Control  was  to  eliminate 
competition  Ixtween  the  private  companies  and  the  Govern- 
ment in  financing  their  cipitat  requirements,  the  ii^^ue  of  .se- 
curities by  the  roads  themselves  was  under  the  regulation  of 
the  President.  Normal  taxes,  chargeable  to  the  operating 
expenses  of  the  roads,  were  to  be  paid  out  of  revenue  from 
transportation  received  by  the  Federal  Government ;  but  the 
burden  of  war  taxes  and  of  special  taxes  asMSsed  after  Janu- 
ary I,  1918,  was  to  rest  on  the  carriers,  such  taxes  to  be  paid 
out  of  their  own  funds  or  deducted  from  their  compensation. 

The  old  methods  of  rate  initiation  and  r^ulation  were  also 
modified.  The  act  declared  that  the  President  might  initiate 
and  6!e  with  the  Interstate  Commerce  Commission  such  rates 
and  schedules  as  he  deemed  desirable,  and  that  on  complaint 
these  rates  might  be  reviewed  by  the  Commission.  But  the 
Commission  was  shorn  of  its  authority  to  suspend  rates  and 
charges  pending  a  hearing.  This  change  of  procedure  aroused 
protest  from  the  shippers,  who  felt  that  their  rights  were 
therein  needlessly  curtailed,  and  that  as  a  result  unfair  charges 
might  persist  to  their  disadv-intage  during  the  generally  pro- 
longed interval  peiHling  investigation.  The  justification  of  the 
measure  was  simple  necessity.  Rates  and  revenues  had  to  be 
increased  at  once  on  account  of  rapiilly  mounting  costs  of 
operation:  and  because  of  the  extraordinary  and  constantly 
changing  war  conditions  rate  flexibiHiy  was  highly  desirable. 
In  this,  as  in  many  other  matters,  the  intimate  reLitionship  of 
th«  railroads  to  the  public  under  Federal  Control  justified  a 
departure  from  some  of  the  safeguards  deemed  essential  for 
the  shipper  and  the  consumer  under  private  management. 

Lender  the  prorisions  of  this  act,  "expressly  declared  to  be 
emergency  legislation  enacted  to  meet  conditions  growing  out 
of  the  war,"  oar  railroads  were  placed  in  the  hands  of  the 
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United  States  Railroad  Administration,  and  were  operated  by 
it  for  a  period  of  twenty-six  montlis.  By  the  terms  ol  the 
art  itself.  Federal  Cnnlroi  was  to  tenninatc  not  later  than 
twenty-one  months  after  the  ratification  of  peace,  z  period 
deemed  sufficient  by  Congress  for  the  transition  to  private 
operation,  and  for  the  enactment  of  such  legislation  as  might 
then  be  necessary. 

5^.     Orgonisalion  of  the  Railroad  AdministrotioH 


We  may  now  examine  the  machinery  set  up  by  the  Rail- 
road Administration  for  the  operation  and  control  of  the  prop- 
erties under  its  jurisdiction.  At  the  head  of  the  .'\dministra- 
tjoo.  President  Wilson  had  placed  the  Secretary  of  the  Treas- 
ury, Mr.  William  G.  Mc.'\doo,  as  Director-General.  The  Di- 
rector-General promptly  proceeded  to  develop  the  new  organi- 
taiion.  Its  principal  elements  will  be  described  very  briefly. 
First,  there  was  established  £t  Wasliinglon  a  central  ad- 
minbtrative  organization.  Iw  work  was  divided  among  sev- 
eral bureaus  or  divisions,  each  with  its  own  chief  and  staff. 
These  bureaus  included  the  Division  of  Finance  and  Pur- 
chases, the  Division  of  Capital  Expenditures,  the  Division  of 
Operation,  tlie  Division  of  Public  Scr%'ice  and  Accounting,  the 
Division  of  Law,  and  the  Division  of  Labor.  The  general 
»cope  of  the  work  of  each  of  these  divisions  is  indicated  by 
its  designation.  In  supreme  control  of  the  activities  of  all  of 
diesc  departments  was  (he  Director-General,  assisted  by  Mr. 
WaDcer  D.  Hines,  who  later  hecame  his  successor.' 

It  is  to  be  noted  that  this  organization  into  divisions  was  not 
create*!  outright.  Il  had  received  the  form  outlined  above  by 
the  middle  of  1918,  and  some  further  changes  were  introduced 
daring  the  year  I919.  New  divisions  were  created  by  the  sub- 
diviiion  of  the  old,  and  ihe  division  organiiation  was  given 
flexibiliiy  through  the  creation  of  new  sections  as  the  scope 

'W.  G.  UcAdoo,  R«i>ort  10  the  President,  Scittcmbcr  3,  191^  p.  6. 
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of  activity  of  tti«  Railroad  Administration  broadened.  By 
end  of  the  Federal  Conlrol  period  the  Division  of  Operation 
for  example,  was  supervising  throu);h  its  spccLil  sections  sue 
diverse  matters  as  troop  movements,  the  development  of  opcr-' 
ating  statistics,  fuel  conservation,  engineering  ami  mainte- 
nance, safety,  secret  ser\'ice  and  police  work,  inspection  and 
tests,  and  health  and  medkal  relief.  Other  divisions  experi- 
enced similar,  tliough  less  extensive,  development.  And 
closely  comiected  with  this  central  administrative  machinery 
were  many  special  committees,  appointed  from  time  to  timea 
as  the  need  for  them  arose.  To  these  bodies  special  phases  ofl 
the  work  of  the  Administration,  particularly  matters  relating 
to  labor  relationships,  were  specifically  entrusted. 

For  the  purpose  of  operation,  the  country  was  divided  into 
seven  so-called  R^ons,  or  rather,  since  gcogra[AicaI  boun4 
darks  were  not  strictly  adhered  to,  into  seven  groups  of  rail-  . 
road  systems.  Each  Region  v.-as  put  in  the  charge  of  a  Re- 
gional Director,  with  a  distinct  operating  staff.  The  names  od 
these  districts  or  regions — the  Eastern,  the  Alleghany,  the  Po-t 
cahontas,  the  Southern,  the  Northwestern,  the  Central  West- 
ern, and  the  Southwestern — indicate  rougltly  the  territory  they 
covered.  As  in  the  case  of  the  central  divisions,  the  reponal 
organizations  were  in  constant  process  of  change  and  develop* 
ment.  At  the  beginning  of  Federal  Control,  three  regions  were 
defined — tlte  Eastern,  the  Southern,  and  the  Western.  The 
others  were  created  from  time  to  time.  Moreover,  the  origi- 
nal grouping  of  roads  under  the  iurisdiction  of  the  various 
regional  directors  was  more  or  less  mechanical  and  arbitrary, 
resulting  in  the  division  of  a  single  road  between  two  directors 
in  some  instances,  and  in  other  cases  in  the  concentration  of 
the  management  of  two  strongly  competing  companies  in  the 
same  hands.  These  situations  were  gradually  modified  through 
regrouping  of  the  lines.  The  position  of  the  Re^onal  Direct- 
ors in  the  larger  scheme  of  organization  may  best  he  stated 
in  the  words  of  the  Director-General:  "The  RcRtonal  Di- 
rectors are,  of  course,  subject  to  \he  authority  of  ihe  Director- 
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General  at  Washington,  but  as  they  arc  all  men  of  experience 
ind  distinction  as  railway  exenilives  the  policy  is  to  give  them 
large  discretion  and  thereby  free  the  members  of  the  central 
^laff  for  the  more  careful  study  of  the  important  questions 
tliat  come  before  them  and  the  essemiat  administrative  work 
they  must  perform."  •  Uttder  the  Keffional  Directors  were 
District  Directors,  in  charge  of  sub-divisions  of  the  repons, 
and  Federal  Managers,  in  charge  of  the  actual  o[)eTaIton  of 
lingle  railroad)  and  groups  of  railroads.  In  most  cases  the 
former  Presidents  of  the  roads  became  their  Federal  Man- 
igers^-a  mere  transfer  of  allegiance — and  the  operating  or- 
ganizations of  the  roads  themselves  were  left  practically  un- 
changed. 

This  organization,  as  briefly  outlined,  was  a  relatively  simple 
aructure;  but  it  is  important  to  recognize  that  it  was  a  struc- 
ture superimposed  upon  the  existing  private  railroad  organiza- 
tion, rather  than  one  designed  to  lake  its  place.  As  stated  by 
Diredor-Gcnersl  Hincs  before  the  Senate  Committee  on  In- 
terstate Commerce ;  "A  great  deal  of  misconception  lias  arisen 
as  to  the  amalgamation  of  railroad  operating  orgaiii;:;itions. 
As  a  ntatter  of  fact  the  operating  organization  of  every  im- 
portant railroad  is  preserved  intact  and  the  railroad  could  be 
turned  back  to-morrow  or  five  years  from  now  and  still  its 
operating  organization  would  be  available  to  carry  on  the  busi- 
IWU  without  interruption  under  private  management."  *  The 
roads  were  not,  as  commonly  l)elieved,  hopelessly  "scrambled." 
For  the  irwst  part  each  railroad  was  under  separate  manage- 
ment, and  under  the  immediate  direction  of  an  oflicial  identified 
with  it  prior  to  Federal  Control.  These  managers  reported  to 
the  Regional  Directors  instead  of  to  the  corporate  executives, 
SimiLirly.  the  corporate  organization  of  the  roads  was  uni- 
formly maintained.  The  Railroad  Administration  merely  sep- 
siated  operating  and  corporate  functions.    The  Presidents  and 

'  W.  G  McAdoo,  Rctwirt  to  ilw  Proidcni.  Sepicmbcr  3.  ipiJt  p.  17. 

'Hcariiisii  on  Ejiicntion  of  Tenure  of  Govwnfncnt  Control  of 
Railrojdi,  ScitUe  Coromiucc  on  I(iI«rMatv  Commerce.  Ojlh  CoiiKress, 
3r>]  Session.  Vol.  1.  p.  894-    Hereafter  rcfcrrct  to  if-  Senate  Hearing*. 
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other  officials  of  ibc  railroad  companies,  except  in  ho  far  as 
tliey  were  appointees  of  the  United  Stales  Railroad  Adminis- 
tration, were  released  from  all  responsibility  for  the  operation 
of  their  properties.  Those  primarily  and  properly  concerned 
with  the  corporate  interests  of  the  carriers  were  relieved  of  op- 
erating authority;  those  charged  with  the  tasks  of  public  oper- 
ation were  freed  from  allegiance  to  the  individual  roads. 

It  was  fortunate  that  the  Director-General  was  able  to  select 
his  subordinates  very  largely  from  the  best  executives  the  rail- 
road industry  had  developed.  As  a  result,  no  sensible  jar  ac- 
companied the  transfer  of  the  roads  to  public  control — the  fear 
of  chaos  and  disorganization  was  entirely  groundless — and  a 
smoothly  working  administrative  organism  was  very  rapidly 
built  up.  niis  easy  transition  from  private  operation  to  Fed- 
eral Control  was  due.  in  no  small  measure,  to  the  great  per- 
sonal capacity  of  Ihe  first  Director -General,  and  to  his  will- 
ingness to  choose  able  subordinates  as  manifested  through- 
out his  incumbency  of  the  chief  executive  pott  in  the  Railroad 
Administration. 

§3.     Oferaling  Activities  of  the  Railroad  Administralion 

Before  we  pass  on  to  an  examination  of  the  operating  ac- 
tivities of  the  Railroad  Administration,  as  distinct  from  its 
legal  status  and  its  administrative  machinery,  it  is  well  to  recall 
the  central  purpose  of  Federal  Control,    There  is  a  marked  ^ 
tendency  to  disregard  the  special  circumstances  under  which  ■ 
the  railroads  were  taken  over  by  the  Government,  and  the     i' 
special  ends  which  public  operation  sought  to  achieve.    The  im- 
perative demands  of  war  constituted  the  effective  cause  of 
Federal  Control,  and  all  the  activities  of  the  Railroad  Ad- 
ministration «<ere  necessarily,  and  properly,  subordinated  to 
the  exigencies  of  war.    Many  things  were  done,  and  wisely 
done,  which  might  deserve  censure  under  normal  conditions. 
A  recognition  of  these  circumstances  must  render  pointless,  to 
a  targe  degree,  much  of  the  popular  criticism  of  the  Adminil- 
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^^ration's  achiev«m«nts.  Undue  stress  may  easily  be  placed,  for 
example,  upon  the  "unsatisfactory"  financial  results  of  Fed- 
eral Control ;  such  emphasis  is  unmindful  of  the  fact  that  dur- 
ing the  most  critical  portion  of  the  period  of  Federal  Control 
questions  of  cost  and  of  revenue  were  relatively  unimporlant 
considerations  as  compared  with  the  necessity  of  etiminatin^ 
congestion  and  moving  IrafTic* 

The  tasks  of  Federal  Control  were  largely  determined  by 
the  character  of  the  railroad  situation  in  January,  1918.  The 
outstanding  difficulties,  as  described  in  detail  in  the  preceding 
chapter,  presented  a  very  serious  operating  problem.  The  tre- 
mendous expansion  of  traflk  had  resulted  in  a  virtual  paralysis 
of  the  lines,  especially  in  eastern  territorj-,  and  had  caused  the 
roads,  in  many  instances,  to  defer  maintenance  of  equipment. 
THiring  the  fall  of  1917.  therefore,  the  constantly  increasing 
volume  of  traffic  was  accompanied  by  a  constantly  diminishing 
supply  of  cars  and  locomotives  in  good  repair.  The  abnormally 
severe  weather  conditions  of  December  and  January  added 
to  the  difficiihies  of  operation."  The  heart  of  ihc  problem  was 
congestion  of  traffic.  Among  the  more  potent  causes  respon- 
sible for  this  congested  traffic  were  the  accumulation  of  export 
freight  at  North  Atlantic  terminals;  the  shortage  of  motive 
power,  resulting  in  the  continued  use  of  locomotives  in  need 
of  repair ;  the  ordering  of  materials  by  government  contractors 
in  advance  of  ability  to  accept ;  the  ordering  of  raw  materials 
by  industrial  establishments  in  advance  of  their  needs;  the 
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*  A  nngle  illuitration  at  tlus  point  »hontd  prove  helpfnl.  "The  only 
isible  subsiitnte.  ufl<ler  the*e  circumManc**  {inability  (o  secure  new 
omotives).  was  to  repair  the  existing  locomotives,  and  even  thut 
flKam,  with  intulBcietit  man-pow^r  and  ioiufTicient  shop  facililitx. 
wofking  htitidreds  o(  thousands  of  hours  overtime  in  order  that  we 
Bdicht  make  the  old  loconiotivet  luilable  as  substitute*  for  the  new 
OBes  we  vert  icndiiiK  to  Penhinf;;  and  thai  cr>it  ui  time  and  a  half 
for  overtinM,  and  all  of  tho.ic  hour*  arc  included  in  (hat  coiit  of  opera- 
tioo  for  tOtS\  when  we  were  operating  iindcr  most  extraordinary  and 
anomaloitf  renditions."  From  cro^t-eKaminulion  of  Mr.  McAdoo, 
Senate  Hearinns.  p.  23. 
'Cf.  W.  G.  UcAdoOy  Report  to  the  Prcsidtnl,  Seplcinber  3,  1918, 
I* 
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withdnwal  of  coast-wise  shipping.*  As  a  result.  62,247  ^^^ 
were  delayed,  short  of  destinatton,  in  Trunk  Line  Territory; 
31421  at  and  west  of  St.  Louis;  24^36  at  and  west  of  Chi- 
cago; I4,c6t  at  and  !.outh  of  the  Ohio  River  Gateways;  and 
15,548  cars  at  and  south  of  the  Potomac  River  Gateways.  The 
car  shortages  at  this  time  were  equally  serious,  exceeding  too^- 
000  at  the  b<^inniiig  of  Kcdcral  Control 

'II1C  Railroad  Administration  at  once  addressed  itself  to  the 
problem  of  expediting  traffic.  The  oflicial  reports  for  the  year 
1918  recite  an  endless  list  of  means  and  methods  employed  to 
relieve  the  railroad  congestion.  Unfortunately  there  is  a 
scarcity  of  data  by  which  to  judge  each  of  the  various  expedi- 
ents ;  it  is  enough  that  the  cumulative  result  was  a  very  notice- 
able improvement  In  the  control  of  traffic  and  a  reasonably 
satisfactory  movement  of  all  necessary  freight.  The  principaTl 
devices  employed  to  achieve  this  result  will  receive  brief  con- 
sideration. 

The  first  order  of  the  Director-General,  under  date  of  De- 
cember 29,  1917.  enunciated  the  general  policy  of  the  Govern- 
ment to  operate  all  the  transportation  agencies  as  a  unified 
system.  It  provided  that  all  the  railroads  and  other  instrumen- 
talities covered  by  the  President's  Proclamalion  "would  be 
operated  as  a  national  system  of  transportation,  the  common 
and  national  needs  being  paramount  to  any  actual  or  supposed 
corporate  advantage";  lliat  "all  terminals,  ports,  locomotives, 
rolling  slock,  and  other  transportation  facilities  are  to  be  fully 
utilized  to  carry  out  this  purpose  without  regard  to  owner- 
ship" ;  thai  "the  designation  of  routes  by  shippers  is  to  be  dis- 
regarded when  speed  and  efficiency  of  transportiition  service 
may  thus  be  promoted" ;  that  "traffic  agrcesicnts  between  car- 
riers must  not  be  permitted  to  interfere  with  expeditious  move- 
roenis";  that  "tlirough  routes  which  have  not  heretofore  been 
established  because  of  short  hauling  or  other  causes,  are  to 
be  established  and  used  whenever  expedition  and  efficiency  of 
traffic  will  thereby  be  promoted."     These  provisions  were 

'  Ste  Aanual  Report  of  the  Oiviiion  o(  Operation  (or  1918,  pp^  3-4. 


FEDERAL  RAILROAD  CONTROL 


III 


foundational  in  character,  and  comprehended  all  the  more 
detailed  reforms  instituted  by  the  Railroad  Administraticm 
darit^  the  twenty-six  months  of  governinent  operation. 

The  export  situation  created  a  problvm  in  itself.  Accord- 
iogly,  an  Exports  Control  Committee  was  established,  whos« 
rhief  fun<:tion  was  to  coordinate  the  movements  ;ind  services 
of  rail  lines  and  overseas  carriers.  The  Committee  restricted 
niD^'enients  of  freight  to  congested  ports  until  adequate  ship- 
ping facilities  could  be  pro\'idcd,  allocated  traffic  among  the 
various  ports  on  the  basis  of  their  ability  to  handle  it  promptly, 
and  stimutated  the  flow  of  government  supplies. 

The  shortage  of  motive  power  could  not  be  quickly  nor  com- 
pletely overcome.  New  construction,  even  under  normal  con- 
ditions, required  many  months  of  time ;  during  the  winter  of 
1917-18,  with  industrial  entcrpri.ie  organized  on  a  war  basis, 
the  growing  lack  both  of  man-power  and  of  productive  capa- 
city introduced  well-nigh  insuperable  obstacles  to  swift  pro- 
Tiiioa  of  new  equipmnit.  The  situation  was  but  partially 
Kmedied.  and  largely  through  makeshift  arrangements.  Lo- 
tooioiives  were  leased  from  the  Baldwin  Works  and  from  the 
War  Department.  Shop  facilities  for  repair  were  enerRclicaUy 
(tordinalcd.  permitting  more  prompt  overhauling  of  loconto- 
tites  in  "off-line"  sliops.  Motive  power  was  relocated,  as  be- 
tween the  various  roads,  to  meet  the  urgent  needs  of  congested 
facs,  I^sengcr  traffic  was  curtailed,  through  the  eliminattm 
•f  'Stnnecessary"  trains,  as  a  means  of  releasing  motive  power 
fw  freight  scrA-icc.  As  a  result  of  these  meastires,  some  de- 
pte  of  improvement  followed ;  but  these  direct  efforts  to 
overoome  the  shortage  of  motive  power  had  to  be  supple- 
mented by  indirect  methods  of  achieving  the  same  end.  Ac- 
ronling!)-.  many  expedients  were  adopted,  first,  to  check  the 
traffic  demands  made  upon  the  railroads,  and  second,  to  in- 
crease the  effective  utiliiation  of  such  facilities  as  were  avail* 
Me. 

The  traffic  burden  of  the  railroads  was  somewhat  lightened 
Ihrongh  the  efforts  of  the  Administration  to  bring  about 
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greater  reliance  upon  waterway  facilities  for  freight  transport. 
Toward  this  end,  the  Marine  Section  attempted,  wilh  some 
success,  so  to  regulate  tonnage  as  to  enable  our  depleted  coast- 
wise fleet  to  maintain  its  share  of  the  essentia]  traflic.  Similar 
results  were  obtained  through  such  devices  as  the  Coal  Zone 
System,  which  sought  to  prevent  crosshauls  of  coal  from  one 
section  to  another  and  lo  encourage  western  coal  mining. 
The  further  unification  of  priorities,  under  the  Priorities  Di- 
rector previously  appointed,  with  the  consequent  elimination 
/  of  the  wholejtale  use  of  _^ reference  tags"  by  a  multitude  of 
government  officials,  wasafi  u»d«^Plil)nng  analogous  in  pur- 
pose lo  these  other  methods  of  curtailing  traflic  lieuiaiids. 

Ootely  akin  to  these  efforts  to  check  the  traffic  burden  of 
the  railroads,  was  the  tightening  up  of  operating  machinery 
for  the  purpose  of  increasing  the  work  value  of  such  facilities 
as  were  available.  Terminals  were  conscriidated,  under  Ter- 
minal Managers.  Freight  was  routed  to  its  specific  terminal, 
to  reduce  interchange  switching.  Marine  factlilics  in  harbors 
like  New  York  and  San  Francisco  were  unified,  and  their  utili- 
zation coordinated  with  the  most  pressing  railroad  needs. 
Solid  trains  were  made  up  at  westom  points  for  eastern 
cities,  and  frciglil  was  detained  until  the  conservation  of  fa* 
ctltties  resulting  from  such  procedure  could  be  realized.  For 
I  Iciis  than  carload  freight,  the  so-called  J 'sailing  day"  plan  was 
'  inaugurated— that  is,  package  freight  was  held  at  important 
pomts  until  specified  days  of  departure,  lo  obtain  through 
shipment  in  car-load  lots.  Moreover,  freight  was  generally 
routed  over  the  shortest  line  between  the  point  of  origin  and 
the  point  of  destination,  regardless  of  custom,  the  desires  o 
shipper.s,  or  the  interests  of  the  individual  carriers. 

By  far  the  most  important  tasks  of  this  character  tell  within 
the  jurisdiction  of  the  Car  Service  Section.  The  general  func- 
tion of  this  Section  wa*  to  allocate  the  equipment  of  the  roads 
to  commercial  and  military  requirements — to  regulate  car  ser- 
vice, to  expedite  the  transport  of  essential  war  materials,  to 
gain  the  cooperation  of  shippers  in  conserving  facilities.     It 
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initiated  a  campaign  for  advance  freight  movements,  in  an 
effort  to  induce  producers  to  obtain  their  supplies  of  raw  ma- 
terials during  the  summer  months  and  thereby  rclic%-c  the 
heavy  winter  trafitc  of  1918-19.  It  organized  refrigerator  and 
tank  car  sections,  and  cooperated  with  the  Fuel  Administration 
to  meet  the  special  problems  of  these  types  of  transportation. 
It  stimulated  the  conservation  of  carrying  capacity  through 
bcncr  and  more  careful  loading,  and  induced  shippers  to  ex- 
pedite unloading,  both  by  persuasive  argument  and  by  prohib- 
itiTc  demurrage  rates.  ^ 

But  the  two  out-itanding  activities  of  the  Car  Service  Sec- 
lion  were  car  relocation  and  the  establishment  of  the  permit 
system.  The  prompt  handling  of  important  freight  necessi- 
laled  the  movement  of  Large  numbers  of  empties  to  points  of 
ori^  of  essential  traffic.  During  the  year  igi8  some  850,000 
movements  of  empties  were  made  for  this  purpose.  Conges- 
lion  was  thereby  lessened  in  (he  Hast  and  much  needed  cars 
were  provided  in  the  West.  In  essence  the  process  of  car 
relocation  was  but  a  pooling  of  equipment  for  u$e  where  most 
needed.  It  was  rendered  more  effective  in  practice  by  the 
modification  of  car  interchange  rules  and  the  abolition  of  per 
diem  car  rentals- 

The  permii  system  was  an  attempt  to  control  the  transport 
of  e^ential  freight.  It  was  an  outgrowth  of  the  priorities  plan. 
The  granting  of  permits  for  the  shipment  of  goods  was  cal- 
culated to  prevent  the  routing  of  traffic  to  points  wlierc  con- 
gestion was  actttc  or  to  consignees  unable  to  handle  their  ship- 
ments, and  to  clear  the  tracks  for  the  transportation  of  es- 
sential go\'emmcnt  supplies.  The  permits  exempted  their 
holders  from  the  operation  of  the  many  embargoes,  general 
and  special,  that  were  widely  enforced  during  the  year  1918, 
and  which  were  still  being  maintained,  in  some  measure,  at 
tile  bctrinning  of  1919.  These  permits  granted  either  general 
and  continuing  exemption  from  embargoes  for  essential  com- 
modities, or  .special  exemption  for  particular  shipments  "as 
the  needs  of  the  individual  consignee  concerned  and  the  public 
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welfare  might  demand."     The  Railroad  Admin istralion  bas 
testified  that  the  pcnnit  system  has  fully  justified  itself,  and! 
that  "to  its  successful  operation  is  due  in  considerable  measure] 
the  great  improvement  in  mo%'ement  which  has  been  bad  under  J 
Federal  Control." 

From  all  this  it  appears  that  the  primarj-  means  relied  upon] 
by  tlic  Railroad  Administration  for  preventing  congestion,  in 
spite  of  a  substantial  increase  in  carrying  power,  was  in  efFvc 
a  comprehensive  system  of  embargoes,  applied  ihrougli  maii/j 
varied  expedients.    The  traffic  falling  without  the  scope  of 
these  cmbar^es  was  rigidly  restricted.    The  interests  of  par- 
ticular manufacturers  ami  shippers  were  ruthlessly  suliordi-i 
natcd  to  the  needs  of  a  diilicult  .■iituation.    It  was  a  necessary] 
and  effective  means,  boldly  entered  upon  and  ably  carried  out,] 
of  meeting  a  grave  public  emergency.     The  fundamental  in-] 
adequacies  of  our  transportation  s)-stcni,  in  view  of  the  un-l 
preccdented  burdens  placed  upon  it,  were  not  completely  ovcr-i 
come,  and  could  not  reasonably  be  expected  to  be  overcome, 
by  the  mer«  transition   from  private  management  to  public, 
control.    In  large  measure,  these  inadequacies  were  but  shifted, 
in  their  effect,  to  such  traffic  as  was  least  essential  to  tlic  domi-j 
nant  purpose  of  the  time.    But  the  cumulative  results  of  all 
these  activities  were  noteworthy.    We  shall  examine  the  de 
tails,  quantitatively  stated,  in  subsequent  pages.    At  thin  point 
it  is  sufficient  to  note  thai  the  immediate  crisis  was  adi-quately 
met,  that  the  military  ends  of  the  Government  were  speedily 
forwarded.     Congestion   rapi<Ily  diminished,  essential   traffic 
was  expeditiously  cared  for.    Hie  price  of  the  service  was  a 
heavy  one — ^nol  merely  in  money,  but  in  the  form  of  compul- 
sory submission  to  radical  interference  with  the  norma!  cur- 
rents of  industry.    Such  costs  must  be  discounted.    War  is  the 
most  expensive  of  human  institutions;  its  justification  lies  inj 
the  greatness  an<l  the  permanence  of  the  cause  for  which  its 
immeasurable  sacrifices  are  made.    Federal  railroad  control, 
with  all  its  restrictions,  was  an  essentia!  part  of  the  war 
process. 
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We  have  been  reviewing  the  chid  operating  activities  of  the 
Railroad  Administration.    Under  norinnl  cuiulitions  these  mat- 
tcrft  arc  generally  regarded  as  technical  details  of  internal  or- 
{antzation  and  managcmimt,  possessing  only  an  indirect  bear- 
ing upon  the  public  interest  in  the  railroad  industry-.     The 
heart  of  the   so-called   railroad   problem   is  the   problem  of 
monopoly.    The  direct  relationship  between  the  railroads  and 
the  public  has  manifested  itself  predominantly,  though  not 
exclusively,  in  the  adjustment  of  railway  charges,  both  as  to 
their  absolute  level  and  as  to  their  relative  burden  upon  di6F- 
erent    industries,   different    localities,   and   different   persons. 
TTie  primarj-  object  of  railroad  regulation  has  been  to  check 
the  permanent  tendency  to  monopoly  prices  and  monopoly 
proSts :  to  secure  throu^  conscious  an<I  deliberate  public  con- 
trol, such  results,  as  to  rates  and  proBis,  as  are  believed  to 
tmerge  automatically  in  comjietitive  industry.    In  the  past  our 
n^em  of  railroad  regulation  has  been  restricted  unduly  to 
"ihe  function  of  rate  regulation.     But  the  adjustment  of  rail- 
my  revenues  to  railway  cxpenditiires  constitutes  a  permanent 
Mccssity  of  operation,  whether  under  private  or  government 
control.    The  roads  were  not  taken  over  as  a  fiscal  monopoly, 
tor  the  purpose  of  yielding  profit;  but  neither  was  there  any 
intention  of  supporting  the  transportation  industry  through 
governmental  subsidy.     As  far  as  the  demands  of  public 
-policy  would  permit,  railroad  service,  even  under  Federal 
Control,  was  to  be  provided  on  a  quid  pro  quo  basis.    Accord- 
ingly, in  vie%v  of  the  weak  finaiid.!!  condition  of  the  carriers, 
nd  as  a  result  of  the  rapidly  mounting  costs  of  labor  and  ma- 
terials, one  of  the  unavoidable  policies  of  the  Director-General 
was  to  increase  rates.    Gaieral  Order  No.  28,  increasing  the 
\t\t\  of  railway  chains,  was  issued  May  25,  1918. 

The  rate  advances  imposed  by  this  order  were  lai^ly  on  a 
percentage  basis.  A  flat  increase  in  charges  was  enacted,  no 
itKin|)t  being  made  to  adjust  arbitraries.    The  new  schedule 
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called  for  an  advance  of  25  per  cent,  on  all  class  rates,  both 
intrastate  and  interstate,  w-tth  the  use  of  interstate  ratc^  be- 
tween all  points  where  such  rates  were  published;  an  advance 
of  from  15  cents  to  75  cents  per  ton  on  commodity  rates  lor 
iron,  coal,  and  coke ;  an  advance  of  25  per  cent,  on  other  com- 
modity rates,  with  a  few  exccjitions,  most  of  the  schedules 
stating  maximum  increases  in  cents  per  hundred  pounds;  the 
cancellation  of  «1]  export  and  imiKirt  R1I1.-S  and  the  applica- 
tion of  domc-Uic  rates  to  and  from  ports;  the  increase  of  all 
passenger  fares  to  three  cents  per  mile,  except  where  higher 
ehar:ges  were  already  in  force;  the  discontinuance  of  special 
ntea,  as  for  excursion  tickets,  with  unimportant  exceptions; 
and  an  advance  in  charges  for  special  ser\-iccs  like  Pullman 
facilities.  These  rates  became  effective  in  June.  1918, — pas- 
senger charges  on  the  loth,  and  freight  rates  on  the  25th,  of 
that  month.  TIic  rate  advances  were  dc»gned  to  yield  ap- 
proxitfutely  a  25  per  cent,  increase  in  revenue.'  No  statement 
as  to  their  actual  productivity  has  been  made  by  the  Railroad 
Administration,  but  il  is  generally  estimated  that  the  increase 
in  gross  revenue  resulting  from  the  new  rate  level  was  about 
a  billion  dollars  a  year.  No  furtlicr  advances  were  imposed 
during  the  period  of  Federal  Control,  and  the  reductions, 
restdting  from  the  diwontiniiance  of  the  special  additional 
cliargc  for  Pullman  scr\'icc,  and  from  rate  decisions  of  the 
Interstate  Commerce  Commission,  were  relatively  slight 

At  the  time  of  the  promulgation  of  the  rate  order  it  was  tlic 
hope  of  the  Administration  that  the  advances  would  prove 
sufficient  to  prevent  a  deficit.  In  subsequent  testimony  before 
the  Senate  Committee,  Direetor-^leneral  McAdoo  expressed 
the  expectation  tltat,  under  the  more  normal  conditions  fot 
towing  the  annistice,  a  1919  deficit  would  be  avoided,  and 
even  gave  encouragement  to  the  hope  that  a  rate  reduction 

•  Director- General  Hines  has  nlinuied  thai  the  rale  advancei  avcr- 
ued  "aboiil  iK  per  tcnl.  an  In  paMmger  fare*,  excluding  the  extra 
oiarge  in  ruUtnan  car»,  which  wai  discontinued  in  December,  1918,  and 
about  a8  per  ce-nt.  ax  to  frcisht  raiet."  Report  to  the  Prejident  '—' 
fourtccD  tnontlit  ended  Match  1,  1993,  p.  ta. 
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might  be  possible.  These  hopes  aiid  expectations  were  doomed 
lo  disappointment.  The  most  authoritative  estimate  now  avail- 
able places  the  ag^egate  railroad  deficit  durii^  the  twenty-six 
montbs  of  Federal  Control  at  somewhat  more  than  Syoo,- 
000,000.  Of  this  amount,  the  1918  deficit  absorbed  but  little 
more  than  $236,000,000.  It  appears,  then,  that  the  poor  finan- 
cial showing  of  the  Railroad  Administration  cannot  be  alto- 
getlier  attributed  to  actttal  war  conditions,  tliat  the  situation 
became  less  rather  tlian  more  satisfactory  after  the  armistice, 
that  about  three-quarters  of  the  discrepancy  between  opcrat- 
ii^  expenses  and  rentals  on  the  one  band  and  operating  reve- 
nues on  the  other  resulted  from  the  operations  of  1919  and 
1920.  On  Hie  surface  tlic  exhibit  is  rather  paradoxical  These 
financial  results,  as  already  stated,  will  receive  attention  else- 
where. In  this  connection  it  is  but  ncccssarj'  to  rccogniic 
that  the  rate  advant-es  of  June,  1918,  were  obviously  inade- 
qoatc  to  meet  the  situation.  That  the  first  Director-General 
was  a  poor  prophet  is  not  of  prime  importance ;  but  unless  the 
diarge  of  gross  inefficiency  can  be  fixed  upon  (he  Railroad 
Administration,  the  presumption  is  almost  conclusively  estab- 
Isbed  that  railroad  rates,  under  Federal  Control,  did  not  keep 
reasonable  pace  with  costs  of  operation. 

Further  advances  might  have  been  made.  Many  urged  such 
a  policy,  in  order  to  free  the  taxpayers  of  the  burden  of  the 
growing  deficit.  Agitation  for  additional  rate  increases  was 
tspecially  strong  during  the  closing  months  of  Federal  Con- 
trol, But  the  Railroad  Administration  withstood  this  pres- 
sure, and  wisely  so.  The  roads  were  about  to  be  returned  to 
iheir  private  owners.  A  blinket  rate  increase  at  this  junc- 
ture, without  careful  investigation  and  without  reference  to 
the  condiltons  of  their  return  which  were  still  in  process  of 
formuladon,  would  have  ser%-cd  as  a  poor  foundation  for  the 
impending  readjustment  under  private  management.  More- 
over, living  costs,  throughout  ihc  year  1919  and  during  the 
early  part  of  iQio,  were  becoming  intolerably  high;  an  to- 
crease  in  railroad  nites,  as  past  experience  had  frequently 
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dcoionstralixl,  was  likely  to  impose  a  heavier  burden  upon  the 
consumer  than  Die  dcBcit  which  was  to  he  cSaccd  by  such 
increase.  The  railroad  ddicil  was  therefore  regarded  as  a 
war  cost  by  the  Government  and  recouped  through  general 
taxation,  llic  sum  of  S<joo,ooo,ooo,  while  very  large  in  itself, 
did  not  conslilute  a  disproportionate  share  of  the  total  war 
expenditures,  exceeding  twenty  billions  of  dollars,  in  view  of 
the  great  importance  of  the  service  rendered  by  the  railroads 
and  the  admittedly  low  level  of  rates  paid  by  the  Government 
tor  that  scr\'icc. 

There  has  been  but  little  serious  criticism  of  the  rale  ad- 
vances. Such  objections  as  have  been  raised  are  based  on  the 
ground  tliat  the  metho<l  of  increase,  a  tlat  percentage  advance, 
tended  to  destroy  existing  rate  arbitrarics,  unbalance  the  rate 
structure,  nnd  create  much  local  and  commodity  discrimination. 
The  critickm  is  essentially  sound.  The  procedure  adopted  cau 
be  justified  only  by  the  exigencies  of  the  immediate  situation. 
But  it  h  to  be  nulcd  that  many  of  the  maladjii^tmenls  were 
rectified  by  suhswjucnt  review.  The  following  statement  of 
Dircctor-Geiwral  I  lines,  in  his  final  report  to  the  President, 
indicates  the  nature  of  tlie  difficulty,  and  tlie  way  in  whkh  it 
was  met: 

"When  the  increases  in  freight  rates  were  made  in  1918 
earnest  cfTnrls  were  made  to  avoid  as  far  as  possible  disturb- 
ances of  cxisling  rate  and  business  rclationshi|)«.  It  is  obvious 
that  no  general  increase  in  rates  can  entirely  escape  such  di*- 
turiiance.  If  the  increase  is  on  a  percentage  basts  il  makes  a 
greater  change  in  the  number  of  ccaits  per  ton  or  100  pound?;  i» 
ore  case  ih-in  il  doe*  in  the  ca'e  of  .some  competitive  trattic. 
If  the  increase  is  a  number  of  cents  ])er  100  {icmnih  it  corre- 
spondingly varies  the  percentage  relationships.  No  method,  no 
matter  liuw  carefully  planned,  can  do  more  than  iitinimiu;  sudi 
di»turhanccs;  it  can  not  eliminate  them.  As  illustrating  the 
magnitude  and  difhcully  of  the  problem,  (he  result  of  tiK  gen- 
eral increase  in  freiBht  rates  made  in  igi8,  despite  the  careful 
effort  to  minimize  disturbance  of  prior  relationships,  brought 
about  so  many  requr-sis  for  revisions  that  33  Irafhc  commit- 
tees sitting  in  various  ]«irts  of  the  coinitry  luivc  been  occupied 
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nearly  all  the  time  for  about  a  year  and  a  half  dealing  with 
these  matters,  and  ovxr  30.000  freight-rate  authorities  have 
Ijeen  issued  lo  make  changes  to  eliminate  or  improve  unsatisfac- 
tory adjustments.  About  79^  of  these  changes  in  rates  have 
been  reductions."  * 

I5.    The  Wage  Increases 

Closely  allied  to  the  question  of  rates  is  the  question  of 
wages.  Tlie  compensation  of  employees  constitutes  much  u 
more  than  nnchalf  of  the  total  operating  expenses  of  the/' 
railroads.  During  the  year  1917,  immediately  preceding  the 
period  of  Federal  Control,  the  ag^cgatc  compensation  of  rail- 
road employees  was  in  round  figures  $1,718^000,000,  out  of  a 
total  operating  expenditure  of  $2,858,000,000,  or  approxi- 
mately 60  per  cent  In  the  railroad  industry,  therefore,  the 
mounting  costs  of  operation  which  aixonipanied  our  participa- 
tion in  the  Great  War  were  to  manifest  themselves  in  targe 
measure  through  a  substantia!  rise  in  the  wage  level.  The 
rate  advances  of  June,  1918.  were  made  in  anticipation  of  in- 
evitable wage  increases,  and  the  revenue  derived  tliercfrom 
was  largely  absorbed  by  the  wage  increases  which  actually 
followed. 

In  the  face  of  war  conditions,  a  substantial  increase  in  rail- 
road wages  could  hardly  be  av-oided.  First,  and  most  impor- 
tant, was  the  inlierent  justice  of  the  men's  demands.  Living 
costs  were  rapidly  rising;  real  wages,  as  distinct  from  money 
wages,  were  as  rapidly  falling.  Then,  there  was  the  alter- 
native of  profitable  employment  in  the  war  indu-siries.  While 
the  extraordinary  wages  of  temporary  employment  under  war 
conditions  should  not  serve  as  a  basis  of  permanent  %vagc 
adjustments  for  railroad  employees,  the  fart  of  this  easy  out- 
let for  railroad  labor  made  the  task  of  maintaining  the  i  ail- 
mad  organization  difficult.  Finally,  there  was  'he  paramount 
necessity  of  uninternipled  service.  It  is  now  universally  rec- 
ognized that  continuity  of  service  is  the  6rst  essential  of  public 

'/MA,  p.  37- 


lao      THE  AMERICAN  RAILROAD  PROBLEM 


welfare  in  the  5eld  of  transportation,  even  under  normal  con* 
ditions.  ]n  so  far  as  past  refulalive  effort  has  spent  itself  on 
rate  adjuMmenls  and  financial  arrangctnentii,  to  the  %-irtual 
exclusion  of  any  attempt  to  establish  a  satisfactory  relation- 
ship  between  the  railroads  and  their  employees,  it  tias  proved 
short-sighled  and  uniiitelligcnl.  In  a  p'a^-e  public  emergency, 
interruption  of  railroad  service  is  unthinkable.  It  is  true  that 
imder  Federal  Control  the  men  were  virtually  government 
employees  en^ged  in  a  wrar  enterprise.  On  grounds  of  pa 
Iriolisin  and  loyally  the  thought  of  strike  3r>d  tie-up  seems  a 
slander  upon  American  citizenship.  But  in  the  face  of  suf- 
ficient provocation,  even  such  an  eventuality  was  not  impos- 
sible. Moreover,  under  war  conditions,  demoralisation  of  the 
service,  though  short  of  actual  discontinuance,  would  have 
constituted  a  serious  piiMic  danger.  Without  a  friendly,  co- 
operative relationship  between  the  Railroad  Administration 
and  the  railroad  employees,  the  mobiIi:fation  of  American  pro- 
ductive energ)-  would  liave  been  seriously  jeopardized. 

In  view  of  these  circumstances,  General  Order  No.  27.  pro- 
viding for  increases  in  wages  for  railway  employees,  was  is- 
sued by  the  Railroad  Administration  the  same  day  the  order 
initiating  rate  advances  was  published.  Unlike  the  rate  ad- 
vances, these  wage  increases,  in  conformity  with  the  promise 
of  the  Director-General  at  the  beginning  of  Federal  Control, 
were  retroactive,  for  the  most  part,  to  the  beginning  of  the 
year  igiS.  (This  fact,  it  may  be  noted,  is  one  of  the  "extenu- 
ating circumstances"  frequently  dted  to  explain  the  1918  def- 
icit.) As  early  as  January  18.  rgiS.  a  Railroad  Wage  Com- 
mission.'" with  Franklin  K.  I^me  as  its  chairman,  had  been 
established  by  the  Administration,  to  investigate  the  wage  con- 
ditions of  railroad  employees,  the  wage  levels  in  other  indus- 

"The  m«nber*  of  ihe  Comnnistion  vint  Franklin  K.  Lant.  Se«re- 
tary  of  Ihc  interior;  CTiarlc*  C.  McChord.  o(  the  Inlentatt  Com- 
merce Commistion;  J.  Hatnf  Covinnlon,  ("hirf  Juslicc  of  ihc  Supreme 
Court  of  the  Oislrici  of  Columbia:  anil  Willi.im  R.  Willcox.  formerly 
chainnati  of  ibc  New  YorV  Public  Service  Commiwon  (or  tbe  First 
DiitricL 
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trin,  and  the  extent  of  the  increase  in  living  costs,  and  to 
recommend  principles  of  wage  a<liustmcnt.  The  report  of  this 
Cominission,  made  April  30.  1918,  was  the  basis  of  the  wage 
order  issued  by  the  Railroad  Administration. 

The  order  contained  detailed  schedules  of  wage  increases 
for  men  employed  on  a  monlhly,  daily,  and  hourly  baas  re- 
spectively." The  starling  point  for  computing  theje  increa.*es 
was  the  compensation  received  for  the  same  work  in  Decem- 
ber. 1915.  The  general  ptirposc  of  the  wage  order,  as  of- 
ficially expressed,  was  to  establish  a  just  level  of  compensa- 
tion for  railroad  employees,  particularly  in  face  of  the  changed 
living  conditions  resulting  from  the  war.  Any  intention  to 
meet  the  temporary  high  wages  of  war  employment  was  specifi- 
cally denied.  "These  increases,"  testified  Director-General 
XlcAdoo,  "were  fixed  not  upon  the  theory  that  the  railroads, 
a  permanent  indoslr)',  should  compete  in  prices  paid  Libor 
with  the  transient  war  industries,  many  of  which  paid  very 
high  wages  in  order  to  attract  labor.  Rather  the  effort  was 
made  to  6nd  a  ju^t  and  equitable  basis  which  would  outlive  the 
war  and  which  would  give  a  living  wage  and  decent  working 
conditions  to  every  railroad  employee."  '*  The  form  and 
method  of  the  wage  increases  disclosed  a  further  significant 
aspect  of  the  policy  of  the  Railroad  Admini.'itration.    Labor 


"The  (oUowtDg  is  a  brief  sumniary  of  the  details  of  these  wage 
mcfvsses: 

ifontkly  Basis.  Wages  t>«low  $46  were  increased  $30  a  month. 
Waffcs  ranging  from  $46  to  $^38  per  monlli  w«re  increased  on  a  scale 
of  iM»cetidin([  percentacn.  varying  from  ^3  per  cent,  for  tho*c  at  the 
$|6  tevcl,  10  4.56  per  cent,  for  those  teuching  $238.  Wages  from  $138 
to  $£«0  per  roontn  were  increased  (o  $250. 

Daily  Basis,  Day  rates  were  granted  flat  increa*e*.  These  ranRed 
Ironi  ?7  cents  per  day  on  (he  lowest  W3f;e  levels  (from  7>  cenit  10 
tiJto  per  day),  to  a  maximum  inctcaic  of  S1..10  on  an  old  wa(R  of 
Sjjo  a  day,  then  sr>dtial1y  decteasinK  to  a  65  cents  raise  as  the  highest 
rangn  of  da^  waKes  were  reached. 

Hourly  Biisit.  These  increases  were  based  on  the  same  genera]  plait 
u  the  advances  in  daily  w.igei.  Keginning  with  an  bcieaie  of  ^ 
«nii  jicr  hour  for  tlie  loweft  rate  (lo  cents),  they  increased  to  a 
maximum  advance  of  i6{j  cents  per  hour  for  the  medium  ran^et,  and 
then  diminished  to  reioas  rales  approached  $1.30  per  hour. 

"Stiute  Hearings,  p.  i& 
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was  stamlaniizcd  ami  employment  was  classified.  Negotia- 
tions were  conduclcd  and  adjustments  iT]<ide,  not  with  indi- 
viduals, but  with  groups.  The  principle  of  collective  bargain- 
ing was  frankly  accepted. 

The  first  order,  substantially  an  enactment  o£  the  Latw 
Commission  report,  was  followed  by  a  number  of  supplements, 
based  on  the  recommendations  of  the  Board  of  Railroad 
Wages  and  Working  Conditions,  The  object  of  these  later 
orders  was  to  readjust  the  wages  of  specific  classes  of  labor 
(for  example,  shop  and  maintenance  of  way  employees  and 
clerks),  and  to  provide  for  employees  not  taken  care  of  in 
the  first  order  (for  example,  agents  and  operators,  policemen, 
dining  and  sleeping  car  employees).  In  large  measure  these 
supplcmcnls  may  lie  regarded  as  part  of  the  original  wage 
increase.  In  addition,  there  were  new  increases  in  response 
to  the  demands  of  organized  labor  The  most  important  in- 
crease of  this  character  was  granted  in  April,  1919  (retroac- 
tive to  the  beginning  of  the  year  1919),  to  the  cngincmcn  and 
trainmen.  There  were  also  further  equalization  adjustments, 
by  way  of  lime  and  one-half  for  overtime  and  otherwise  (es- 
pecially for  shop  cmpIo>'ees,  enginemcn  and  trainmen  in  road 
frciglit  service,  maintenance  ot  way  employees,  and  clerks), 
and  important  wage  demands  were  pending  on  Marcli  1,  1930, 
when  the  roads  were  relumed  to  private  management. 

It  is  virtually  impossible  to  state  with  accuracy  the  aggre- 
gate amount  of  the  wage  increases  during  the  period  of  Fed- 
eral Control.  With  cunstantly  changing  traffic  conditions,  with 
sharp  variations  in  the  number  of  men  employed  during  dif- 
fcrenl  gwriods  of  government  operation,  and  with  the  gradual 
sliortcning  of  the  working  day  a.s  the  pressing  demands  of 
military  need  disappeared,  the  extent  of  the  wage  increases, 
as  such,  can  be  ascertained  only  through  estimate,  and  with 
great  difficulty.  The  latest  available  estimate  was  submitted 
by  Director-General  Mines  in  April,  1920,  to  the  House  Com- 
mittee on  Appropriations.    He  placed  the  "annual  increase  in 
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pay  rolls  cIiarRcable  to  operating  expenses  on  nccnuiit  of  Gen-    .. 
era!  Order  27  and  &upi>Icments  thereto"  at  $965,000,000.'*       // 

%6.    Status  of  Pedtral  Control  After  the  Armistice 

In  presenting  a  description  and  analysis  of  the  principal 
activities  of  the  Railroad  Administration,  we  have  been  neces- 
sarily diverted  in  some  degree  from  the  primary  purpose  oi 
(radng  historically  the  leading  events  of  federal  railroad  con- 
trol. Wc  now  revert  to  the  chronological  seciucncc.  In  order 
lo  complete  our  brief  resume  of  the  essential  facts  of  Federal 
ControJ,  we  shall  note,  first,  the  changed  status  of  the  Kail- 
road  Administration  after  the  armistice,  and  second,  the  out- 
standing devflopmenis  of  the  year  1919  and  after. 

During  the  year  1918  the  oi^anization  of  tlie  United  Slates 
Railroad  Administration  was  completed,  and  its  methods  and 
expedients  for  meeting  the  most  pressing  problems  of  that 
year  were  developed.  The  abnormaf  traffic  was  moved  with 
reasoruble  expedition  and  success:  the  need  of  increasing 
re%'entie  was  satisfied  in  some  measure  by  the  rate  advances; 
and  labor  was  effectively  placated  through  the  wage  increases 
ami  the  generally  conciliatory  attitude  of  the  Administration, 
With  the  armistice,  however,  came  new  problems.  While  the 
task  of  demobilisation  at  home  and  provbion  for  our  expedi- 
tionary forces  abroad  left  the  question  of  military  iraflTic  still 
a  vital  one.  the  cessation  of  hoslitilics  introduced  additional 
dHEcuIties.  tt  became  increasingly  hard  to  maintain  the  ma> 
chinery  of  Fe<leral  Control  at  the  highest  level  of  efficiency, 
and  there  emerged  a  marked,  and  often  unreasoning,  disposi- 
tion on  the  part  of  the  public  lo  insist  upon  the  immediate 
restoration  of  nonnal  railroad  conditions. 

At  the  very  beginning  of  the  year  Mr.  McAdoo  vacated 
his  post  as  Director-General  of  Railroads.    Since  Mr.  Hines. 

■Hearingj  bcfure  Sul)-cominiii«c  of  House  Commiucc  on  Appro- 
priatintu  in  charge  of  Dclicirncv  A|iptopriations  for  the  (incal  year  1930 
md  prior  fiscal  ytars,  Sixiysixih  CoiiKress,  Second  Session,  pp.  193, 
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ft  wwy  cspHHB  stecotnK  of  nr^gc  cxpcrMncc, 
■  BD  iiBBewJ'  UiD.  tfliB  dmoff  would  xarcely  hai'C 
Hy<raini  to  weaka  ttw  Railraaul  .Vdannistfatioa-  But  other 
a«enii&«a,  lag))  ■>>  *uifauhD>,  be^n  w  WI  amy  from  (be 
Ratlmad  Admnnammim.  TIwc  woe  obbv  resienalions  of 
Mi-yke  harf  bees  ibbdwJ  to  a  farge  degree  bf 
Eb  dJB  ceapcct  Ac  Railroaii  Admin- 
fbc  aqtcrience  of  mo«t  of 
I  that  had  sprang 
op  in  VMAB^^KaBOBseof  Ac  war.but  its  effect  u; 

COWUiwity  wat  none  the  les* 
,  wMdi  fad  drawn  to  itself  norne  of  the 
»ciin;d  frofn  than  the  fairest 
:  to  iaiuugntt.  Dining  ibe  course  of 
4e  v^r  sqi9  ■•  has  Am  six  new  Directors  of  Divisions  and 
Directors  were  appobtcd.  Moreover,  the 
corporate  existence  and  identity 
bai  teat  aambmtd  throq^HKii.  becan  to  look  forward  to  the 
of  Ibdr  proptitte*.  and  Ihetr  cooperation 
ff*^  nor  as  completely  accorded  to  the  Rail- 


I 


r.  there  was  a  HtHting  chan^  in  public  atti- 
tbe  task  of  the  Administration  a  more  dif* 
The  extreme  character  of  many  of  the  war-time 'I 
,  io  aQ  fields  of  industrial  activHty.  led  to  an  equally 
rfction.  once  the  pressure  of  actual  hostiliiies  was 
The  clamor  for  relaxation  of  restrictive  arranjpe- 
fr^m*  wide-spread  and  insistent.     A  strong  anti-gov- 
Kiitia»cnt  began  to  emerge  on  all  questions  involving 
pobSc  tnterference  with  private  industrial  relations.    As  the 
and  opportunit>-  for  positive  action  approached,  the  im- 
of  coosimciive  policy  came  to  be  subordinated,  in 
fC  measure,  to  the  demands  for  speedy  compromise  and 
Uftment,  loudly  voiced  in  the  mosi    influential  industrial 
i  6nai)dal  circles,  on  the  ground  that  the  swift  restoration 
nnrtnal  business  conditions  was  the  only  means  of  quick- 
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cning  American  initiative  for  tlw  great  economic  tasks  of  the 
future.  The  fortes  at  play  in  the  American  domeslic  fonini 
were  rwt  essentially  different  from  those  which  turned  the 
international  st-tllcmcnt  from  many  of  the  high  purposes  and 
professions  tJial  had  giveti  moral  character  to  the  period  of 
actual  conflict.  In  relation  to  the  railroads,  these  currents  of 
public  opinion  manifested  themselves  in  a  growing  dissatis- 
faction with  government  railway  operstion,  and  in  a  demand 
for  the  speedy  return  of  the  roads  to  private  management. 
The  inadequacies  of  our  transi>ortation  system — largely  a  pre- 
war heritage,  though  doubtless  accentuated  by  the  strain  of 
the  war  hurdcti — were  readily  accepted  as  evidence  of  the  fail- 
ure of  Federal  Control.  The  chief  task  of  the  nnv  Director- 
General,  therefore,  was  to  help  restore  normal  conditions:  to 
provide,  as  far  as  possible,  adequate  transportation  service 
for  a  shipping  and  traveling  public  of  impatient  temper,  whose 
general  attitude  was  Iwslile  to  the  Railroad  Administration. 
Mr.  Ijines  was  early  impressed  hy  the  changing  status  of 
Federal  Control,  and  recognized  the  necessity  of  modifying 
ihe  policies  of  Ihe  .Administration.  He  expressed  his  convic- 
tion to  the  Senate  that  "a  new  era  opened  for  the  Railroad 
Administration  with  the  signing  of  the  Armistice,"'* 

Vet  another  set  of  circumstances  help  explain  the  changed 
status  of  Federal  Control  after  the  armistice.  The  war  had 
furnished  the  backgrnund  for  ttie  activities  of  1018,  A  now 
background  set  its  impress  uixtn  the  tasks  of  the  following 
year.  During  the  first  few  months  of  the  "new  era"  a  wide- 
spread interest  in  railway  affairs  swept  over  Ihe  country. 
Shortly  after  the  armistice  Director-General  Mc.^doo  sug- 
gested the  extension  of  Federal  Control  for  a  period  of  five 
jrears.  in  order  to  test  the  efficiency  of  unified  operation  and 

"Cf.  the  followiriR:  "While  the  former  (lirecior-Refietal  was  given 
datve  of  the  nilroaili  for  the  purpose  of  getltng  Ihe  highest  degree 
Oi  effirienc)'  out  of  Ihcm  for  war  purposes,  a:itl  while  hv  astiimecl  the 
additional  bui^en  of  Iryinc  to  revolulionixe  and  reform  ihem  at  the 
tame  time,  Mf.  Hincs'  job  has  been  that  of  tryin)!  to  restore  normal 
CDndilions  and  to  rtrnder  an  adequate  Irantporlatian  service."  Railway 
Agt,  January  2,  tgio,  p.  64. 
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the  desirability  of  public  control  under  normal  conditions, 
In  this  program  he  was  supported  by  ihe  new  Director-Gen- 
eral. A  storm  of  prule*t  at  once  arose.  And  when,  in  Janu- 
ary, the  Seruile  began  its  hearings  on  Mr.  McAdoo's  proposal, 
numerous  "plans  for  the  solutiun  uf  ihc  railroad  prohlem"  be- 
gan to  pour  in  from  all  parts  of  the  country,  and  from  every 
conceivable  interest  likely  lo  be  affected  by  the  railroad  read- 
justment. Tliroughout  the  year,  the  formulation  of  plans,  the 
writing  of  propo.'uils.  and  the  drafting  of  btUs  continued.  It 
was  this  atmosphere  of  public  discussion.  looking  evciitually 
to  the  restoration  of  the  railroad  properties  to  their  private 
owners,  and  to  the  redrafting  of  our  policies  of  railroad  regu- 
lation, that  constituted  the  characteristic  background  of  the 
events  of  1919  and  after.  Aside  from  the  usual  brief  com- 
ment when  the  monthly  statements  of  the  railroad  deficit  were 
published,  or  an  occasional  notice  of  the  protests  of  shippers 
disgruntled  by  the  service,  the  Administration  received  rela- 
tively little  consideration  in  the  daily  press,  in  the  current 
I)eriodical  literature,  or  on  the  public  platform.  The  "rail- 
road problem,"  as  such,  was  discussed  widely  and  intensively ; 
but  all  eyes  were  turned  toward  the  future,  and  the  experience 
of  the  Railroad  Adminisl ration,  whether  in  1918  or  in  thi- 
then  immediate  present,  wa.s  looked  upon  as  a  thing  ap.irt  in 
the  formulation  of  ]>crmancnt  railroad  policy.  Public  opinion 
seemed  definitely  crystallized  against  I'ederal  Control. 
Whether  as  a  result  of  mere  prejudice,  or  on  the  basis  of 
mature  judgment,  our  experiment  with  public  railroad  opera- 
tion was  very  generally  regarded  as  an  isolated  experience 
calculated  to  meet  the  special  needs  of  an  extraordinary  emer- 
gency. The  fact  of  wide-spread  and  continued  discussion  of 
railroad  matters,  with  a  view  lo  the  rciiumplion  of  private 
manageraent  by  the  carriers,  together  with  the  generally  ad- 
verse complexion  of  public  opinion  with  regard  to  Federal 
Control,  exerted  a  powerful  effect  upon  the  operation  of  the 
roads.  In  Ihc  light  of  these  circumstances,  Id  us  note  briefly 
3  few  of  Ihc  more  imiiortant  developments  of  1919  not  already 
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considered  in  our  discussion  of  the  activities  of  the  Railroad 
Adniinibt  ration. 


§7.    Dezvlof>m^ts  of  1919  and  After 

The  first  necessity  of  the  nt-w  Director-General  was  money. 
Tlie  Revolving  I'und  of  $5oo,{xx(,ooo,  apiiroprialcd  in  March 
of  tiic  preceding  year  by  the  Federal  Control  Act,  had  been 
entirely  exhausted  by  the  time  he  assumed  ofificc.  The  deficit 
for  1918,  amounting  to  upward  of  $236,000,000,  Mill  remained 
to  be  paid,  and  extensive  capital  expenditures  were  deemed 
highly  essential.  Accordingly,  estimates  were  submitted  to 
Congress  in  January  calling  for  an  appropriation  of  $750,- 
coo/xxk  In  spite  of  the  Administration's  urgent  need  of 
funds.  Congress  failed  to  respond.  Tl>e  strain  of  war  had 
been  relaxed,  and  poliltc!i  began  lo  exert  an  increasingly  domi- 
nating influence  in  Washington.  A  number  of  appropriation 
bills,  and  other  pending  measures,  failed  of  enactment  before 
Congress  adjourned,  but  the  denial  of  the  re<iucst  of  the  Di- 
rector-Genera!, though  necessarily  a  mere  postponement,  was 
the  most  flagrant  of  the  Congressional  acts  of  omission.  The 
consequent  delay  in  obtaining  funds  hampered  the  Railroad 
Administration  seriously  in  its  operations  for  1919.  Projected 
plans  for  imi>ortatit  additions  aiwl  betterments  were  entirely 
discarded  or  radically  inirtailed,  orders  of  much  needed  crjuip- 
mcnl  failed  of  placement,  and  the  Administration  was  sub- 
jected to  a  financial  stringency  not  conducive  to  the  prosecu- 
tion of  vigorous  policy  or  the  mainlen.incc  of  high  cflidency. 
When  Congress  reassembled  the  estimated  needs  of  the  Direc- 
tor-General had  been  incrca.scd  to  $1,250,000,000,  and  finally, 
in  June,  I(jl9,  the  sum  of  $750,000,000,  the  amount  pre- 
viously asked  for,  was  appropriated.  There  wa.*  no  further 
ai»[>rx>priatioii  (ill  (he  enactment  of  the  Esch-C'ummins  Act, 
which  carried  ii»c  sum  of  $200,000,000  for  the  winding  up  of 
Federal  Control.       . 

From  (he  standpoint  of  management,  the  speedy  restoration 
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of  normal  conditions  was  the  Administralion's  primarj'  tasi 
Toward  this  end.  many  changes  of  policy  were  introduced.] 
In  so  far  as  the  exigencies  of  the  demobilization  period  would 
permit,  stcjis  were  taken  to  prepare  the  transportation  syster 
for  the  impending  relinquishment  of  Federal  Control.  Tbis| 
involved  the  abandonment  of  such  of  the  policies  and  activitic 
of  the  previous  year  as  had  been  designed  to  integrate  the 
railroad  system  and  unify  its  operation.  The  roads  were  al- 
lowed greater  freedom  in  the  choice  of  standards  for  their 
equipment.  Efforts  were  made  to  restore  locomotives  and 
rolling-stock  to  the  lines  that  owned  them.  Rules  for  inter- 
line waybilling  were  sufficiently  modified  to  permit  an  approach 
to  the  old  practices.  JVniurrage  rates  were  reduced  to  pre- 
war levels.  Per  diem  car  rentals  were  reestablished.  Adver- 
tising on  a  small  scale  was  resumed.  Furthermore,  steps  were! 
taken  lookinR  toward  the  "unscrambling"  of  the  various  lines. 
As  far  as  iwssible,  such  parts  of  systems  as  had  bct-n  H:[>arated 
from  their  parent  organizations  in  the  1918  grouping  of  rail- 
roads were  restored  to  the  systems  to  which  they  naturally 
belonged:  and  efforts  were  made  to  effect  a  separation  of 
such  of  the  old  competitive  lines  as  had  been  entrusted  to  the 
administration  of  ihc  same  Federal  Managers.  The  creatJotit 
in  the  early  [lart  of  Ihc  year,  of  a  Division  of  Public  Serviee, 
was  designed  to  further  the  same  general  purpose  of  preparing 
the  roads  for  the  resumption  of  private  management.  This 
new  Division  was  inslnimemal  in  improving  the  strained  rc- 
htions  existing  between  tiic  Railroad  Administration  and  the 
state  commissions  and  the  shipping  and  traveling  public.  An 
ntifnte  cordialc  was  successfully  promoted  with  the  state 
bodies.  While  war-time  jurisdiction  over  intrastate  rates  was 
retained  by  the  Administration  to  the  very  end  of  Federal 
Control,  the  Direclor-<jcncral  gradually  relinquished  all  au- 
thority over  local  matters  not  involving  rate  adjustments  to  the 
state  commissions.  And  even  in  the  field  of  rates,  many  liV 
eral  modifications  of  the  schedules  promulgated  under  the  rate 
order  of  May,  1918,  were  made  with  the  help  and  concurrence 
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of  the  cxpmnuisions,  and  these  changes  resulted  in  a  marked 
improvement  in  the  relationship  between  the  Administration 
and  both  the  state  authorities  and  the  general  public. 

In  conclusion,  we  may  set  down  briefly  the  legislative  de- 
velopments that  preceded  the  termination  of  Federal  Control 
and  scr\-cd  as  a  basis  for  the  resumption  of  private  operation. 
On  May  20,  1919,  (he  President  definitely  announced  that  ihe 
railroads  would  be  returned  to  their  owners  at  the  end  of  the 
calendar  year.  This  announcement  served  to  place  the  prob- 
lem of  enacting  necessary  railroad  legislation  formally  upon 
the  Congressional  docket.  The  numerous  plans  and  proposals 
for  the  coming  readjustment  began  to  crystallize  into  bills. 
These  bills — with  the  single  exception  of  the  Cary  bill,  stimu- 
hted  by  the  activities  of  the  Public  Ownership  League  of 
America — concerned  themselves  with  the  modification  of  the 
principles  and  machinery  of  public  regulation  under  3  re- 
stored system  of  private  management ;  there  was  litllc  senti- 
ment in  support  of  public  ownership  or  control  as  a  perma- 
nent railroad  policy.  Then  the  summer  months  saw  the  me- 
teoric rise  and  fall  of  the  Plumb  Plan,  incorporated  in  the 
Sims  bill,  which  was  sponsored  by  the  railroad  brotherhoods. 
The  Plumb  Plan  created  a  deep  impression  throughout  the 
country.  Overnight,  il  brought  the  alternative  of  public  own- 
ership into  the  arena  of  practical  politics.  Moreover,  it  of- 
fered a  platform  of  public  ownership  constructed  by  labor, 
and  in  many  of  its  most  characteristic  planks  largely  for  labor. 
Compared  with  its  bold  and  vigorous  aims,  most  of  ihe  prof- 
fered legislation  was  "timid  tinkering."  The  country  was 
startled  into  an  extraordinary  interest  in  the  railroad  problem. 
The  plan  was  eulogized  by  some  as  the  most  far-reaching 
measure  of  constructive  economic  reform  arising  out  of  the 
war;  and  it  was  stigmatized  by  others  as  an  attempt  to  "con- 
taminate the  American  industrial  structure  by  an  insidious 
infusion  of  re\olutionary  bobhevistic  doctrine."  But  the 
heaviest  batteries  were  against  the  plan.  Public  opinion  was 
bent  apon  the  restoration  of  normal  conditions;  there  was 
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little  appetite  for  radical  experimental  ion.  As  ilie  months 
]iassed,  therefore,  the  propaganda  for  the  Dumb  Plan,  in 
spile  of  the  warm  adherence  »f  organized  labor,  ^pcnt  itself. 
In  lite  early  autumn  it  had  liecomc  perfectly  clear  that  the 
new  railroad  legislation  would  but  attempt  to  strengthen  oar 
traditional  system  of  nidation  under  private  management. 
Tlic  Esch  bill  in  the  House,  and  the  Cummins  bill  in  the 
Scnbte,  representing  organized  Congressional  opinion  and 
commanding  the  legislative  machinery  of  both  chambers,  were 
early  recognized  as  the  probable  basis  of  the  new  railroad 
legislation.  Although  the  two  billtt  differed  radically  in  many 
of  their  cssentLil  provisions,  both  foreshadowed  ilie  general 
character  of  the  impending  readjustment.  They  were  given 
wide  publicity  and  were  subjected  to  much  dLiaission,  Fi- 
nally both  bills,  with  numerous  amendments,  received  the  al- 
most unanimous  approval  of  their  respective  houses— the  Esch 
bill  on  November  17,  1919,  and  the  Cummins  bill  on  December 
20,  1919— and  were  referred  to  a  joint  conference  committee 
for  the  rccontilirtiion  of  their  differences.  These  differences 
were  vital  and  fundamental.  They  concerned  methods  of 
winding  up  the  affairs  of  Federal  Control;  the  advisability  of 
establishing  a  Transportation  Hoard ;  the  question  of  guaran- 
teeing railroad  returns;  the  problem  of  compulsory  consolida- 
tion of  railroad  systems;  the  wisdom  of  declaring  railroad 
strikes  to  be  illegal;  and  tli«  formulation  of  machinery  for  the 
peaceable  settlement  of  disputes  between  railway  employees 
and  the  carriers.  The  task  of  llie  conference  committee  was 
an  arduous  nnc.  In  the  meantime,  as  the  end  of  the  year  ap- 
proached, it  became  evid<.-nt  that  no  legislation  could  be  enacted 
before  the  time  set  by  the  rresi<lent  for  the  return  of  the  roada 
to  their  owners,  and  the  period  of  I-'cderal  Control  was  ex- 
tended to  March  l,  tO^O.  The  conference  report  yn$  sub* 
mitted  to  Congress  February  18.  In  view  of  the  magnitude  of 
the  issues  involved  debate  in  both  houses  was  unreasonably 
brief.  Compromise  was  accepted  as  the  only  available  tool,  and 
the  report  of  the  joint  committee  was  assumed  to  have  incor- 
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porated  the  maximum  of  attainabk-  demands  of  both  House  and 
Senate.  Acconiing!)',  Ihe  Esch-Cummins  bill,  without  alter- 
ation, was  speedily  passed  by  decisive  majorities — in  the  lower 
house  oiJ  Fcbruar)'  21,  and  in  the  upper  house  on  February'  2^. 
There  followed  determined  opposition  by  organized  labor,  and 
its  protest  was  formally  submitted  to  Ihe  President.  The 
Anwrican  Federation  of  Labor,  the  four  great  railroad  Broth- 
erhoods, and  the  Farmers'  National  Council  specifically  re- 
quested (hat  the  bill  be  vetoed.  The  President  waited  till 
February  28.  He  then  affixed  his  signature  to  the  new  legish- 
tion,  despite  the  vigorous  disapproval  of  organized  labor,  and 
the  Esch-Cummins  Act  became  law.  On  March  first  the  rail- 
roads were  restored  to  private  management. 


CHAPTER  V 

THE  RESULTS  CIF  FKDUIAL  CONTROL 

In  the  preceding  chapter  we  skeichcd  briefly  the  salient 
facts  constitutini^  the  history  of  ftcicral  railroad  control.  Such 
tnteTpretation  of  these  facts  as  has  previously  fourd  cxpres- 
iiion  in  these  pag:c!i  was  merely  incidental  to  the  description  of 
the  essential  characteristics  of  the  undertaking.  Gut  our  task 
is  not  complete.  We  must  now  undertake  an  anal)-S)S  of  the 
results  of  the  experiment,  and  attempt  (he  formulation  of  a 
jud^ncnt  as  to  its  succc^  or  failure. 

These  results  may  be  studied  from  two  standpoints.  We 
may  seek  to  deterniinc  how  far  Federal  Control  succeeded 
in  carrying  out  the  purposes  for  which  it  was  created,  or  we 
may  attempt  to  discover  the  significance  of  the  undertaking 
in  the  development  of  permanent  railroad  policy.  Since  the 
Government  assumed  control  of  the  railroads  as  an  emergency 
measure,  with  the  avowed  object  of  meeting  the  exigencies  of 
war  conditions,  the  permanent  significance  of  the  effort  pos- 
sesses only  a  secondar>-  or  indirect  importance.  TIic  imme- 
diate problem,  therefore,  becomes  one  of  determining  how  far 
the  United  Slates  Railroad  Administration  succeeded  in  ac- 
complishing the  ends  which  made  its  creation  desirable. 

What  were  the  purposes  that  animated  Federal  Control  anil 
guided  (he  activities  of  the  Railroad  Administration?  In  the 
words  of  the  iirst  Ilireetor-Ceneral,  as  announced  in  his  per- 
sonal "Declaration  of  Policy,"  these  purposes  were : 

"First :  Tlie  winning  of  the  war.  which  includes  the  prompt 
movement  of  the  men  and  material  that  the  Government  re- 
quires.   To  this  everything  else  must  be  subordinated. 

133 


I 


THE  RESULTS  OF  FEDERAL  CONTROL   133 

Second :  The  service  of  itie  public,  which  is  the  purpose  for 
whidi  the  railways  were  built  ami  given  the  privileges  accorded 
ihem.  Tlii!i  implies  the  mainlciianct^  and  iinprovemcnt  of  the 
railr^iad  proi)erlic.<  so  that  adequate  transportaiion  fatililics  will 
be  provided  at  the  lowest  tost,  the  ohjeci  of  the  government 
being  to  furni.Oi  senicc  rather  than  to  make  money. 

Third:  The  proniolioo  of  a  sjiirit  of  s>iupathy  and  a  better 
underManding  as  between  Die  adminislraltoii  of  the  railways 
and  their  2,000,000  eniptoyees,  as  well  as  their  100,000,000 
patrons,  which  latter  cla:^  includes  e^'cry  indivi<lu3l  in  the 
nation,  since  transportation  has  become  a  prime  and  universal 
necessity  of  civilized  existence. 

Fourth:    The  application  of  sound  economies,  ..."•* 

Federal  Control  should  6rst  be  tested,  then,  on  the  basis 
of  its  success  in  moving  (he  abnormal  traffic  of  the  aboormal 
years  1918  and  1919.  For  tliat  purpose,  primarily,  it  was 
instituted. 

§7.    The  ifoi<fment  of  TnOSc 

* 

The  fiscal  year  ending  June  30,  1913,  was,  up  to  the  period 
of  the  war,  tlic  heaviest  traffic  year  in  railroad  history.  Dur- 
ttig  that  year  the  roads  transported  over  300  billion  ton  miles 
of  freight — an  increase  of  approximately  14  per  cent,  over  the 
traflic  of  the  preceding  year,  and  of  nearly  19  per  cent,  over 
the  year  191 1,  which  is  deemed  to  represent  fairly  normal 
traffic  conditions.  In  compari.wn  with  these  figures,  the  ton- 
nage moved  by  the  carriers  during  the  war  period  reached 
tremendous  totals.  Tlie  two  years  following  1913,  because  of 
the  initial  influence  of  the  European  war,  saw  a  falling  oflE  in 
the  unprecedented  300  billion  Ion  mileage;  but  once  the  in- 
dustrial stimulus  of  war  conditions  made  itself  felt,  traffic 
figures  began  to  mount  by  leaps  and  bounds.  The  calendar 
year  1916  accomplished  the  movement  of  366.1  billion  ton 
miles  of  freight ;  in  1917,  the  ton  mileage  rose  to  398.2  billion ; 
in  1918.  it  increased  to  403.1  billion ;  and  in  1919,  in  spite  of 

'  Reprinted  at  th«  end  of  Dtreclor-GcDcral  McAdoo's  Report  to  ihc 
President,    September  3.    ipiR 


/ 


IM      THE  AMERICAN  RAILROAD  PROBLEM 

the  serious  lull  in  business  activity  during  the  carty  montf 
following  l)ie  annistice,  tlic  ton  mileage  was  about  363  bil- 
lion, according  to  the  fibres  oC  the  Railroad  Administration. 
It  thus  appears  that  1918,  the  peak  year,  saw  a  traffic  increase 
of  about  59  per  cent,  over  the  normal  pre-war  burden,  and  of 
more  than  33  per  cent,  over  the  highest  pre-war  traffic,  \VT)il« 
these  figures  provide  striking  evidence  of  the  magnitude  of 
the  transport-ition  burden  under  Federal  Control,  it  is  neces- 
sary, further,  to  note  the  accomplishments  of  the  Railroad 
Administration  in  dealing  with  specific  traffic  problems. 

The  most  characteriMic  war  problem  faced  by  the  Railroad 
Administration  was  the  movement  of  troojis.  During  the 
course  of  our  participation  in  ibe  war.  approximately  four 
million  men  were  calkd  (o  the  colors  and  about  one-half  this 
number  sent  overseas.  Upon  the  railroads  devolved  tlie  task 
of  moving  these  men  from  their  homes  to  points  of  mobiliza* 
tion,  thence  to  training  camps,  and  ultimately  to  ports  of  em- 
barkation. This  movement,  begun  in  April,  1917,  was  suddenly 
halted  by  the  armistice,  only  to  give  place  to  no  less  a  task  dur- 
ing the  following  year — tliat  of  demobilisation.  To  organize 
the  handling  of  this  vast  traffic,  the  Administration  took  over 
and  remodeled  into  a  Troop  Movement  Section,  the  Commit- 
tee on  Militar)-  Passenger  Tariffs  of  the  Railroads'  War  Board. 
The  annual  reports  of  this  Troop  Movement  Section  furnish 
the  following  data.'  From  Januarj*  l.  1918,  up  to  the  sign- 
ing of  the  armistice,  6.49(1.150  men  were  transported  by  the 
railroads — an  average  of  635434  a  month.  The  maximutn 
numl>cr  of  men  moved  in  one  month  was  1.147,013 — the  record 
of  July,  igiS.  A  great  part  of  this  traffic  required  si>ccial 
trains  and  special  facilities,  which  taxed  the  passenger  re- 
sources of  the  railroads  to  the  utmost.  Some  40  per  cent,  of 
these  troops  were  mo\'ed  in  Pullman  equipment,  and  more 
than  9,000  special  troop  trains  were  operated.  Low  speeds 
were  consistently  maintained,  and  as  a  result  only  fourteen 

'Annual  Reportu  of  Divtiion  oF  Operation,  Troop  Morement  Section, 
l9iE^  p.  43  f(  teq.;  I9i(j.  p.  31  rl  ttq. 
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accident!!  were  recorded,  involving  thirtir-six  dcatlis.    Follow- 
ing  the  arraifiticc,  the  Troop  Movement  Section  began  ini- 
nediately  to  lay  plans  for  the  task  of  demobilization,  which 
vzs  conimcncwJ  early  in  December.    The  reports  for  the  year 
1^1919  show  that  troop  movements  stiU  ofifercd  serious  passenger 
5c   problems.     In  that  year    (including,  also,   December, 
1918),  7,009476  men  were  moved,  willi  a  record  of  only  seven 
[^accidents  and  two  deaths.     The  maximum  amount  of  equip- 
|tnent  required  at  any  one  lime  lo  handle  this  Iraffic  was  ap- 
proximately 1,500  Pullman  coaches,  2,500  passenger  cars,  and 
t^reagc  and  express  cars.    From  April,  1917,  to  Novem- 
tr  30,  1919.  covering  ihe  entire  period  of  mobiliMtion  (and 
ICC  including  nine  months  of  private  railroad  operation) 
nd  practically  the  full  period  of  demobilization.  15,724.058 
oen  were  moved.     This  ta^ik  iieccsj^italed  the  operation  of 
B5,io3  special  trains,  and  the  use  of  327.930  cars — 279.106 
issenger  cars  (including  sleeping  cars),  22,300  bag^ge  cars, 
id  26,524  siiccial  freight  cars  for  troop  impedimenta.    One 
}f  the  most  marked  achievements  of  (be  Railroad  Administra- 
bon  was  the  prompt,  efficient,  and  exceptionally  safe  handling 
if  troops.     The  wo[jc  pf  the  Itqqd  Movement  Section  has 

Next  to  the  movement  of  troops,  the  transportation  of  fgod 
nd  food  products  was  of  prime  imporlance.  The  succcss- 
jful  movement  of  foodstuffs,  especially  for  European  export,  is 
tly  emphasized  in  the  reports  of  the  Railroad  Adminis- 
ation.  During  the  first  months  of  1918  the  railways  were 
lablc  lo  maintain  the  program  of  movement  declared  by  ihe 
Pood  Administration  to  be  the  ncccssar}'  minimum.  Once 
he  s)'Stcm  of  preference  freight  was  established,  however,  the 
Situation  was  gradually  relieved,  and  by  March  15  the  avail- 
Me  vessel  capacity  of  the  allied  nations  had  been  satisfied 
nd  a  surplus  of  foodstuffs  ready  for  loading  accumulated. 
Jirector-Gencral  Mc,\doo.  in  his  testimony  before  the  Senate 
rommillee  on  Interstate  Commerce,  spoke  of  these  accom- 
lidiments  in  dramatic  words: 
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"The  foo<)  '.iltiatioii  in  the  allied  cmmlries  of  Europe  became 
extremely  critical  in  February  last  (njiS),  rci>rescntations  be- 
ing ntade  by  Great  Britniii,  France,  and  Italy  tliai  unless  ttie 
program  of  food  deliveries  protniscd  by  the  Food  Administra- 
tion (1,160.000  tons  per  nionib)  was  kept  pace  wilb,  Germany 
and  he.  associates  inevitably  would  win  the  war.  While  the 
fads  could  not  be  io\t\  at  the  time  becaii.se  of  the  possible  effect 
on  the  morale  of  the  nations  fitting  the  central  jxjwcrs.  il  was 
nevertheless  true  that  according  to  official  word  received  from 
the  cnlcnic  allies,  the  outcome  of  the  war  depended  ujwn  the 
ability  of  the  American  railways  to  transport  sufficient  supplies 
tif  fooilstuffs  to  t!ie  Atlantic  seaboard  for  shipmem  abroad. 
This  problem  was  met.  It  was  no  time  for  half-way  measures. 
The  safely  of  the  world  hung  in  the  balance.  Empty  box  cars 
were  rushed  from  all  portions  of  tlic  cast,  south,  to  the  south- 
western grain  states.  Conflicting  traffic  of  ail  kinds  was  held 
up.  Every  facility  of  the  Railroad  Administration  and  of  the  m 
railroads  under  its  jurisdiction  was  thrown  into  the  balance.  | 
Officials  and  i-miiloyees  worked  day  and  night.  The  result  was 
magnificent.  By  March  15,  the  vessel  capacity  of  the  allies  had 
been  satisfied  and  there  was  available  at  North  Atlamic  ports 
an  excess  un  wheels  of  6,318  carloads  of  foodstuffs  exclusive 
of  grain  on  cars  and  in  elevators.  Since  that  time  there  has 
never  been  any  danger  of  the  American  railways  failing  to 
transport  the  necessary  amount  of  food  supplies  for  Europe, 
It  perhaps  is  not  too  much  to  say  that  this  was  one  of  the  turn- 
ing points  of  the  war."  * 

But  the  movement  of  troops  and  the  supply  of  foodstuffs  1 
do  not  exhaust  the  transportation  problems  involved  in  the 
conduct  of  modem  warfare.    Vast  amounts  of  cs.sciUial  fmght 
must  be  carried  if  the  industrial  processes  which  constitute 
the  necessary  support  of  the  military  establishment  and  of  the 
civilian  population  are  to  be  maintained.    Our  chief  iiidusirLat 
necessity  is  Jgjl.    In  the  fall  and  winter  of  1917.  due  largely  fl 
to  the  inadc(iuacy  of  transportation  facilities,  a  serious  coal 
famine  threatened.    Indeed,  it  was  more  than  a  threat,  as  all  _ 
who  remember  the  "Healless  Mondays"  and   the   unljghted  ■ 
streets  of  that  winter  can  testify.     During  the  year  loi8  the 
Railroad  Administration  met  the  problem  ol  mQYJflS  '^T  ""^^ 

'Senate  flearingt.  p.  6L 
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tonnage  with  a  considerable  degref  ^f  unt-cfttt.  For  the  first 
ten  months  of  the  year,  the  net  increase  in  the  number  of  coal 
cars  furnished  to  mines,  as  compared  with  the  preceding  year 
of  record  production,  was  741,666 — providing  an  approximate 
capacity  for  37,083,300  tons.  As  a  concrete  instance  of  this 
improvement  in  coal  transport,  it  may  be  noted  that  28,153.317 
tons  of  coal  were  moved  to  I-ake  F,rie  ports  during  the  navi- 
gation perjod  of  1918,  as  compared  willi  26326.000  tons  in 
1917.  and  much  smaller  amounts  in  previous  years.  Through- 
out the  first  half  of  1919  ihc  decline  in  industrial  activity 
eliminated  freight  congestion ;  hence  there  was  no  necessity 
of  further  intensification  in  the  use  of  equipment,  and  cars 
were  available  for  all  the  coal  that  was  mined.  Indeed,  dur- 
ing February  and  March  there  was  an  average  daily  surplus 
of  coal  cars  exceciling  180,000.  B»it  the  nalion-wtde  strike 
of  hiluminous  coal  miners  in  November  again  rendered  the 
»tuation  very  difficult.  In  order  that  coal  might  be  hauled  to 
all  parts  of  the  country  from  the  Pennsylvania  and  West  Vir- 
ginia fields  that  still  remained  in  operation,  much  other  traffic 
was  discontinued  and  consistent  preference  was  accorded  to 
coal  movement.  When  the  strike  was  terminated,  the  xail- 
roads  again  proved  Ihcmnclves  ah|y  to  carry  all  the  coal  re- 
quired.  Immediately  before  the  coal  strike,  by  transporlmg 
t3,2tx>,ooo  tons  in  a  single  week,  a  new  high  record  for  coal 
transport  was  established.*  , 

With  regard  to  the  handling  of  general  freight  offerings, 
less  can  be  said  for  the  efforts  of  the  carriers  under  Federal 
Control.  The  permit  system  produced  its  inevitable  results. 
"Essential"  freight  was,  for  the  most  part,  adequately  and 
promptly  moved ;  freight  considered  "non-essential"  had  to 
take  its  chances.  This  policy  worked  hardship  on  many  pro- 
ducers. The  official  acknowle<]gment  that  a  differentiation  wa'* 
necessary  between  essential  and  non-cs.sential  commodities, 
that  such  a  device  as  the  permit  system  had  to  be  Ksorted  to, 
suggests  in  itself  some  qualification  on  the  complete  success 

'  Annual  RcporU,  Divbion  ol  Operaiion,  igiS,  pp.  4.  S !  ift'O,  P-  7- 
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H^ifniyl  by  tlic  Government  from  lh«  standpoint  of  operation. 
Responsibility  ought  in  justice  to  be  placed  upon  the  inade- 
quacy of  our  transportation  system,  in  face  of  the  extraordi- 
nary demands  of  war.  But  this  iniportaiiL  fact  must  not  be 
neglected:  the  rtfuk  wiu-  iiryl>lc  lu  li;iiidk-  ;ill  thf  tgiffir 
before  they  wf^tf  jf^rjX  9^1"  I'v  lil^^  rilHr''''T"""*i  and  this 
mability  was  not  ahogcthcr  overcome  during  the  critical 
montlis  of  Kcdi-ral  Control.  The  ^mccss  of  the  Railroad 
Administration  on  the  traffic  Mde  was  based,  in  no  small 
measure,  on  its  superior  powers  for  restricting  traffic,  and  on 
its  improved  f.u-ilities  fur  dcteniiiiiing  what  Iraftii-  to  refuse. 

But  the  Railroad  Administration  did  make  vcr)-  substantial 
advances  in  relieving  the  paraly7ing  frciglit  congestion  of  the 
closing  months  of  1917,  and  in  moving  through  the  year  1918 
an  ever-increasing  proportion  of  the  tonimgc  that  demanded 
carriage.  The  accumulation  of  loaded  cars  in  excess  of  cur- 
rent movement  was  reduced  from  144.539  on  January  l.  1918, 
to  less  than  40,000  by  November  22.  The  more  serious  phases 
of  the  congestion  of  the  preceding  winter  had  licen  overcome 
by  May  i  of  that  year.  Tlie  Car  Serx'icc  Section,  by  author- 
izing the  movement  of  some  850,000  empty  cars  during  1918, 
and  by  its  wholesale  pooling  of  e(|uipment,  was  able  to  reduce 
car  shortage  from  I48.000  reported  November  I,  1917,  to  a 
condition  of  surplus  by  the  middle  of  October  of  the  follow- 
ing year.  The  VMr  iQiS.  therefore,  was  on  the  whgk  one  of 
■!irh<i:.nii:.1  accrtippliithment  JH  the  movement  af  jjraotal  traf- 
fic 

In  the  months  immediately  following  the  armistice  traffic 
problems  receded  into  compnratJve  insignifKance.  During  the 
first  half  of  1919  the  nation  experienced  a  marked  decline  in 
business,  threatening  serious  indu.ttrial  depression.  Railroad 
traffic  fell  off  correspondingly.  By  March  there  was  an  un- 
precedented surplus  of  nearly  500,000  car*.  During  the  first 
six  months  of  1918  the  average  ton-miles  of  freigJit  carried 
per  mite  of  road  per  day  was  4.977.  In  tlic  following  year  the 
corresponding  figure  had  decreased  to  4,266,  a  decline  of  about 
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14  per  cent.  The  total  year's  tonnage  shows  a  decrease  of 
about  10  per  cent  as  toiiiparcd  with  iQiS.  Only  two  months  of 
the  year  1919— January  and  October— placed  a  greater  traffic 
burden  on  the  roads  than  the  corresponding  months  of  igi8. 
]n  spite  of  these  facts,  the  problem  of  car  shortage  was  stiU 
vita!.  By  the  summer  months  business  activity — and  railroad 
trafSc — had  begun  to  revive,  and  by  October  the  figures  for 
car  shortage  had  reached  about  60,000,  The  incrrasc  in  de- 
ferred maintenance  of  equipment  induced  by  the  earlier  sur- 
plus, the  lack  of  appropriations  for  new  orders  of  equipment, 
and  the  unexpected  expansion  nf  traffic  during  this  summer 
period,  were  largely  responsible  lor  the  shortage.  Through- 
out the  fall,  the  traffic  situation  was  more  or  less  difficult, 
and  the  two  great  strikes  of  the  year,  the  steel  strike  of  Sep- 
tember and  October  and  the  coat  strike  of  November,  added 
much  to  the  craharrassment  of  the  operating  division  of  the 
Railroad  Administration,  At  no  time,  however,  did  the  prob- 
lems of  genera]  traffic  movement  assume  the  critical  aspect 
they  had  presented  during  the  preceding  year. 

When  all  the  facts  are  considered,  therefore,  the  conclusion 
seems  warranted  that  the  Railroad  Adminitttratiftn  tm-r.-r'il^-f]  jn 
moving  all  ej.scini.il  traffic  with  reasonal>Ie  efficit,'pry  am)  ex- 
pedition, and  thai  Ihe  rotrictions  upon  general  transiiortation 
were  reduced  to  a  minimum,  10  view  of  the  imperative  char- 
acter of  the  war  demands.  The  inconvenience  resulting  from 
restricted  service,  elimination  of  shipping  privileges,  enforce- 
ment of  priorities,  and  establishment  of  freight  embargoes  was 
comparatively  insignificant  in  the  light  of  the  outstanding  fact 
oC  Ihe  actual  carriage  of  an  unprecedented  tonnage  of  indis- 
pensable commodities.  From  the  standpoint,  then,  of  the  first 
and  most  important  basis  of  judgment — the  effectiveness  of 
the  Railroad  Administration's  efforts  in  the  movement  of 
traffic  as  an  essential  adjunct  to  the  national  military  machine 
— the  record  of  Federal  Gintrol  was  a  decidedly  creditable 
one. 
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§/.    Tkf  QufJtion  of  Operating  Efficiency 

Underlying  this  cstiniatc  of  success,  other  fields  of  invcsti- 
gation  open.  Grunting  ihut  Fedenil  Control  was  an  e£feclive  ■ 
instrumentality  for  the  movement  of  traffic,  the  qucslion  arises 
as  to  flow  this  success  was  attained.  "Ityreased  efficiency  of 
operation"  is  the  answer  pvcii  or  su^ested  in  the  reports  of  ■ 
the  Railroad  Administration.  This  official  claim  deserves 
careful  examination.  To  what  extent  was  railroad  operating 
efficiency  tticrcascd  through  the  cslablishmcnt  of  Federal 
Control? 

The  position  of  the  Railroad  Administration  may  be  ana- 
lyzed  somewhat   as   follows.     The   successful   movetnent  of 
traffic,  especially   for  (he  year   1918,  mi|;ht  be  attributed  to 
tiiree  distinct  factors:  to  additions  of  plant  and  equipment ; I 
to  greater  efficiency  on  the  part  of  railroad  labor;  to  more  ' 
effective  ulilii'ation  of  existing  pbnt  and  oi^nizatton.     Rail- 
way plant  and  equipment  did  not  increase  materially  during 
the  first  year  of  Federal  Control.    The  productive  capacity  of 
industrial  enlerivrise  was  devoted  to  supplying  war  need* :  new 
cars  and  loconintives  were  not  to  |tc  had.    The  efficiency  of 
labor  was  impaired  rather  than  improved,  through  the  with- 
drawal of  skilli-d  and  experienced  men  to  enter  military  ser- 
vice, or  to  t.ike  advantage  of  tlic  high  wages  paid  in  the  war 
industries.    Increased  opcnuing  efficiency,  then,  was  the  Ep^ 
mary  basis  of  the  resulu  acUiSifid  under  Fgderal  Control.    Be* 
cause  of  the  urgent  necessity  of  increasing  hauling  capacl^, 
and  because  new  equipment  could  not  be  readily  secured,  re-  ■ 
sort  was  had  to  more  intensive  use  of  existing  facilities.    The 
unification  of  all  the  railroad  properties  under  a  single  control 
made  nich  gains  practicable.    Among  the  methods  employed  1 
were  .short  routing  of  freight,  heavier  loading,  insistence  upon '. 
through  movements  by  solid   trains,  reduction  of  passenger    * 
service.    The  results  of  these  efforts,  for  the  year  1918,  were 
statistically  stated  hy  Director-Ocncral  Mc.\doo,  in  his  testi- 
mony before  the  Senate  Committee,  as  follows: 
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""The  openling  results  may  be  sunimarucd  briefly :  The  rafl-  ^ 
fxAds.  'luring  the  first  ten  months  of  F«l<nil  control,  produced 
1/)  per  cfM.  more  ton  mites  with  a  decrease  of  2.1  per  cent, 
in  train  miles  and  a  decrease  of  5.8  i>er  cent,  in  loaded  car  miles. 
The  average  trainload  increased  from  655  tons  to  6S2  tons, 
>  cain  of  4.1  per  cent.;  and  the  average  carload  increased  from  / 
2&S  10  29  too*,  a  gain  of  8.2  per  cent."  *  ^ 

These  and  similar  figures  arc  found  in  most  of  the  reports 
of  the  Admini^ralioii.  They  are  intended  to  provide  statis- 
tical evidence  of  its  success  in  iiKrcasing  tlie  efficiency  of  rail- 
road operation.  The  fiijurcs  themselves  arc  accurate  and  re- 
liable, but  the  official  conclusions  drawn  from  tlicm  arc  fre- 
quently too  sweeping.  They  but  reflect  the  general  disposi- 
tion of  the  Railroad  Administration  to  launch  rather  brge 
daims  in  support  of  the  effectiveness  of  its  activities.  This 
attitude  may  be  explained,  in  part,  by  the  fact  that,  almost 
throughout  >t.s  entire  existence,  tlie  Administration  functioned 
under  a  heavy  fire  of  criticism.  It  i$  unfortunate  that  in 
large  affairs  the  element  of  controversy  should  dominate  so 
extensively,  destroying  the  perspective  of  all  concerned.  The 
matter  now  at  issue  has  not  been  altogether  free  from  $uch 
infiuenccs.  How  sgnificant  arc  these  cvideiKCS  of  increased 
efficiency  ? 

From  the  standpoint  of  operating  efficiency,  the  accomplish- 
ments of  tlie  Administration  must  be  compared  with  the 
achievements  of  private  operation  during  the  earlier  war 
years.  The  freight  traffic  carried  by  American  railroads  in 
1916 — when  war  demands  first  made  tliemselvcs  felt  exten- 
sively— was  366.1  billion  ton  miles.  In  1917,  the  ton  mileage 
rose  to  39S.2  billion,  an  increase  of  almost  nine  per  cent. 
These  enormous  trafhc  burdens  were  carried  during  the  period 
of  private  operation.  In  1918  the  ton  mileage  reached  the 
peak  figure  of  403.1  billion;  but  tliis  was  an  increase  of  les» 
tbao  two  per  cent,  over  the  1917  traflic    And  during  the  fir»t 
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ten  months  of  1918,  tlic  period  covered  in  ihe  Director-Gen- 
eral's statt-ment,  fn-iglit  traffic  increased  but  1.9  per  cent,  as 
compared  witli  the  corresponding  months  of  1917.  We  have 
already  accorded  due  credit  to  (he  Railroad  Administration 
for  having  moved  with  reasonable  success  the  traffic  offerings 
of  1918 — for  decreasing  congestion  and  car  shortage,  and  for  ( 
transporting  essential  comniodilies,  through  the  preference  "V 
plan,  with  earnest  and  intelligent  concern  for  tlic  primary 
national  needs.  It  does  not  appear,  however,  that  the  actual 
increase  in  transportation  service  rendered  in  1918,  as  com- 
pared with  the  preceding  year  of  private  operation,  was  enor- 
mous. Nor  was  the  increase  in  locomotive,  car,  and  train 
efficiency  either  startlingly  impressive  in  extent  or  very  per- 
manent in  duration.  Moreover,  the  Director-General  himself, 
in  the  same  testimony  in  which  he  directs  attention  to  the  evi- 
dences of  increased  operating  efficiency  now  under  discussion, 
notes  that  "The  increase  in  traffic  in  1918  was  accomplished  by 
the  use  of  approximately  3.4  per  cent,  more  freight  locomotives 
than  in  1917.  Compared  with  1916  the  1918  increase  in  freight 
cars  was  6.9  per  cent,  and  the  increase  in  freight  locomotives 
was  2-4  i>er  cent."' 
y  An  interesting  presentation  of  the  other  side  of  the  case  is 
furnished  in  the  statement  of  Mr.  Julius  Kruttschnitt,  Presi- 
dent of  the  Southern  Pacific  Company,  before  the  Senate  Com- 
mittee. It  will  indicate  the  sort  of  criticism  to  which  the 
Administration  was  subjected,  and  the  danger  of  exaggeration 
of  relatively  unimportant  details.  Mr,  Kruttschnitt,  unfortu- 
nately, selects  the  first  nine  months  of  Federal  Control  as  his 
basis  of  comparison,  setting  against  them  the  "nine  months  of 
unified  private  control"  ending  January  i,  1918.  Essential 
excerpts  from  this  testimony  follow: 

"The  volume  of  freight  traffic  measured  by  tons  of  freight 
carried  l  mile  in  the  nine-month  period  was,  m  1917,  3304W,- 
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760,286^  or  1.3  per  cent,  greater  than  in  1918,  when  it  was 
326.306.832,131;  and  the  maxittnim  volume  of  freight  traffic 
Dandled  in  any  one  month  was  in  May.  1917.  39.273r440.624.  or 
1-3  per  cent,  greater  than  in  July,  1918,  when  it  was  38.761,290,- 
75a  ... 

"The  sole  items  in  which  iqi8  shows  improvement  over  1917 
are  in  avcrat'e  tons  of  freight  per  car  of  39  against  27.3,  an 
increase  of  6,2  per  cent,  for  the  period ;  but  for  the  month  of 
December,  1917,  at  the  end  of  nine  months  ot  private  unified 
control,  the  average  per  car  was  2f).2  tons,  and  tiie  correspond- 
ing figure  for  September.  iyi8.  aiftcr  nine  months  of  (lovern- 
mcnl  unilicd  control,  was  but  ^.7  tons,  and  in  average  train- 
loads,  which  in  the  two  periods  was  667  and  678  tons,  respec- 
tively, an  increase  of  1.6  per  cent.,  but  as  the  increase  in  carload 
was  6.2  per  cent,  a  less  number  of  loaded  cars  per  train  was 
hauled. 

"A  i»rc*s  dis{iatch  in  tJic  New  York  Tinurs  of  January  2, 
IQIQ,  credits  to  the  RaiIro.-^d  .^dtIlinistration  an  cslimaie  of  the 
operating  expenses  of  lyiS  a[  $.l,Xoo,ooo,ooo.  or  $1 ,000.000.000 
more  llian  1917.  This  expenditure  was  made  to  increase  ef- 
ficicnc>- ;  ncvcrlliclcss  roads  that  arc  alleged  to  have  been  run 
down  at  the  end  of  nine  months  of  unified  private  control 
show: 

1.  A  larger  volume  of  freight  traffic  handled  in  nine  months 
under  private  than  in  the  same  period  under  (iovernmcnt  con- 
trol'.    . 

2.  The  largest  volume  of  freight  traffic  ever  handled  in  any 
one  month. 

3.  Ixaded-car  mileage  7.5  per  cent,  larger  tlian  under  Gov- 
ernment control. 

4.  Greater  number  of  loaded  cars  per  train  than  under  Gov- 
cnunent  control. 

5.  Miles  run  per  locomotive  per  day  7.2  per  cent,  higher 
tlian  under  Government  control, 

6.  Miles  run  per  freight  car  per  day  6.1  per  cent,  higher 
than  under  Govcmnwnt  control. 

7.  The  physical  condition  of  freight  locomotives  better  than 
under  Government  control. 

8.  The  condition  of  freight  cars  equally  as  good  as  under 
Government  control. 

"As  weather  conditions,  both  at  the  end  of  1917  and  the  be- 
ginning of  igi8,  were  unusually  se%'eTe.  the  comparison  of  the 
two  nine-month  periods  is  not  unfair. 
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"Whence  it  follows  tliat  increased  efficiency  under  Govern- 
ment control  is,  to  say  the  least,  not  proven." ' 

Whether  or  not  we  accept  all  o£  the  assumptions  and  deduc- 
tions of  (he  preceding  analysis,  the  following  conclusion  seems 
warranted :  that  tijc  extraordinary  E^jp^  \j)  f^jfrptifiy  rl^yi^nry^ 
frequently  proplicsied  for  Federal  Control  and  occasionally 
suggested  in  the  reports  of  tlie  Railroad  Administration  jid 
not  materialize  during  the  first  year  of  eovcrnmcnial  ^ffnrt 
A  consistent  increase  can  be  noted  in  average  car  and  train 
loads;  hut  the  increase  was  not  appreciahly  greater  tlian  the 
gain  in  these  respects  under  unified  private  operation.  There 
is  no  justification  for  the  charge  of  lack  of  efficiency  under 
Federal  Control ;  hut  caution  must  he  exercised  against  unduly 
enthusiastic  interpretations  of  such  gains  as  were  actually 
realiied.  The  question  of  economy  in  car  mileage  through 
short  routing  provides  an  excellent  illustration.  The  first 
Director-General  reported  that  by  this  means  alone  some  16^- 
863,633  car  miles  were  saved  during  the  first  year  of  Federal 
Control  in  the  Eastern  and  Northwestern  regions.  Tliis  seems 
a  very  tangible  accomplishment ;  hut  the  significance  of  the 
result  becomes  relatively  unimportant  in  view  of  the  fact  tliat 
this  saving  amounts  to  but  two-tenths  of  one  per  cent,  of  the 
total  ear  mileage  of  these  regions.  The  Railroad  Administra- 
tion has  erred  more  frequently  in  o\-er-s1atement  than  in  un- 
dcr-achievcmcnt. 

The  experience  of  the  year  1919  proii'ides  confirmation  of 
our  general  conclusions  with  regard  to  the  question  of  operat- 
ing efficiency:  and  many  of  the  gains  attained  in  1918  were 
not  realized  in  the  following  year.*    This  was  due  to  the  par- 

*  Senate  Hearlniri.  pp.  5^i6o.  H 

'See  RailuMy  Agi,  Jiniury  2.  roaOt  p.  66:  "For  the  cleren  months  ■ 
ended  November  jo.  tlic  net  ton  intlcs  per  loaded  car  averaged  37.8.  as 
cominrcd  wilti  ifyi  tluriiiK  the  cor rnpon ding  pfriod  of  igi8^  and 
36i9  ID' 1917.  Thi^  nninrally,  had  a  tendency-  to  pull  down  the  record 
for  increaied  train  loading,  but  for  the  eteven  months'  period  the 
averngc  net  ton  mites  per  train  mile  still  showed  an  increase  from 
683  in  1918  to  0)3  in  1919.  Ill  the  corrcipondintc  period  of  1917  the 
averaffc  was  6g6.  The  average  car  mile*  per  car  per  day  for  ih* 
elsvca  months'  period  wa»  only  23^  as  compared  with  24.8  in  igi8  and 
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lial  or  complete  sfcandonment  of  many  of  the  special  reforms 
instituted  durinR  the  first  year  of  Federal  Control.  Some  of 
die  Administration's  policies  were  recogniicd  as  practicable 
and  appropriate  only  under  the  stress  of  actual  war.  Accord* 
ingly,  there  was  a  marked  recession  from  insistence  upon  climi-  ' 
nation  of  passenger  trains,  restrictions  upon  the  routinff  of  > 
freight  (the  short  haul  principle),  campaigns  for  heavy  load- 
ing and  prompt  release  of  cars,  and  imposition  of  abnormally 
high  demurrage  charges.  In  other  cases,  the  war  policies  jBtre 
rcver^l  in  order  to  ea.<c  tlie  impend j^g  transiliiui  tn  privafi- 
operation.  Thus  per  diem  rentals  were  resumed,  efforts  were 
made  to  relocate  equipment  and  centralize  repair  work  on  the 
ouTitng  line,  the  taboo  upon  advertising  was  removed,  and  an  k,- 
attempt  was  made  to  regroup  the  roads  more  nearly  in  ac- 
cordance with  the  old  competitive  systems.  In  a  very  few 
cases,  reforms  were  abandoned  because  of  inherent  defects. 
On  this  ground,  it  is  believed,  the  "off-line"  freight  agencies 
were  reestablished.  Kq\  all  of  the  policies  of  the  Railroad  Ad- 
miniBlration.  therefore,  proved  themselves  appliyyblp  to  Qpr- 
tqalL  Bperating_conditioiig.  . 

Unified  public  control  nece*.=warily  created  opportunity  for^ 
considerable  advances  in  operating  efficiency.  For  the  most 
part  the  Railroad  Administration  availed  itself  of  such  oppor- 
tunity, and  a  consistent  increase  in  (he  imporUint  figures  of 
perfomtatKe  was  achieved.  But  the  gains  were  not  startling. 
Moreover,  some  of  them  were  obtained  through  curtailment 
of  railroad  service  and  denial  of  transportation  privileges 
which  would  not  be  readily  tolerated  under  normal  conditions, 
while  others  were  dependent  upon  a  spirit  of  public  co6]>cratioii 
which  only  tlw  patriotic  impulse  of  a  grave  national  emergency 
can  nourish  effectively.  The  fact  that  the  traffic  of  the  war 
period  was  moved  satisfactorily  constitutes  the  decisive  evN 

26JS  in  191?,  btit  1hi«  arcrage  ma*  brought  dnwn  by  the  large  nutnlKr  of 
Wte  can  tn  the  early  part  of  the  >'c.-ar.     For  October  ihc  average  was 

?!j  u  compared  with  ifco  in  Ociobcr  ipiS,  and  25,0  in  October  1917." 
or  more  cuniplcic  slatistiu  of  operation,  see  footnote  following,  at 
the  tod  o(  ttic  tcctioiL 
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dencc  of  the  reasonable  opcruting  dficicncy  of  the  Railroad . 
w^dlni  nistn  tion.' 

1^.    Rates,  Wages,  and  lUonomi^s  of  Manaijemfnl 
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We  have  aiiemptecl  to  evaluate  the  results  of  Folcml  Con- 
trol with  respect  lo  movement  of  traffic  and  efficiency  of  opera- 
tion. These  con»i<]erationii  iiuturally  Miggcsl  the  query  as  to  _ 
the  "cost"  at  which  the  results  were  ohtaineil,  and  direct  the  ■ 
invcstipation  to  the  financial  aspects  of  I'cdcral  ("ontrol.  Two 
actions  of  the  Railroad  Administration — the  advance  in  rates 
and  Ihe  increase  in  wage* — affected  the  railway  balance  sheet 
to  a  greater  extent  than  any  others.    The  administrative  detaib 


*  In  oTili-r  ihal  Ihe  bicKt  cumplele  fiKum  of  o[icfalii«{  performance 
ra»y  be  nvaiUble.  for  the  pun"">c  of  camparing  efficiency  of  opetaljon 
dnriiiK  llie  perk>d  uf  Federal  Cotiliol  with  ihe  resulii  olMained  in  iQiti 
and  1917,  the  following  table,  fiom  the  Repon  of  Uic  Division  of 
OpenlMD  for  1919  (p.  40).  •*  prcscnt«l: 

CLASS  I  ROADS  UNDER  FEDEAAL  CONTROL 

<TImm  «4lb  uinu*l  vtrnt^of  riTcnua  onr  t  ■  ><><»iOoo) 

Futinvr  tnn  Hiun  Tkuvi 


I 


Uan 


tMttt6tt  Ynr 


Mitr*  of   roid  o|K(Uc4 

Titin  mile*   llbouwiiltf 

t'iriilii  cu  mln  llliauwii<1i) 

Loadtd 

Empty  

ToBl    t^ 

Frfititil  t«r>  an  line. , .  - .  - .  ^  -  ^ 
Tonft     <«rrkcO.     rcrrniie    lad 

nunrcTifiiir  (tbouundt)-,  ^  ■ 
Mel   Ion   Bilu.   rennue   unl 

nonitvrnur  (thoufinili}..  ■  ■ 
Hila  nr  ion  litiahl  <*TcfUT 

luul)    

Kct  Ua  nii[»  pFf  mile  ol  road 

(vr  dir  ItrdHt  ilmiitr)' - 
Ht*  tan  mln  pcf  titiii  nitc 

(inlnloxll    

Net  ton  mll««  per  loadel  cat 

nlk  <t«ia*il>  

pET.int  JsMlrl  •(•  tDt^  tar 

mlla  

Git  mlla  pvf  car  dny .,..,... 
net  ten  niln  fcr  (w  itj 

■CflifBittd. 
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of  both  measures  have  already  been  iliscussed.  ll  remAios  to 
examine  iheir  effect  on  railway  finances;  to  estimate,  as  ac- 
curately as  may  be,  lh«  fin^incial  significance  of  the  rate  and 
wage  advances. 

We  have  seen  tliat  the  rate  advances  under  Federal  Control 
were  confined  to  a  single  order,  issued  May  25,  1918,  authoriz- 
mg  a  general  increase  of  approximately  25  per  cent,  in  freight 
and  passenger  tariffs.  There  is  no  certainty  as  to  the  total 
annual  proceeds  of  this  rate  increase.  Neither  the  published 
statements  nor  the  ofTtdal  reports  of  the  Railroad  Adtninistra- 
tioa  attempt  an  estimate  of  this  figure.  Unofficial  estimates, 
however,  place  the  gross  addition  to  o])crating  revenues  result- 
ing from  the  rate  advances  at  approximately  one  billion  dollars. 
This  fipure  is  confirmed,  roughly,  by  tlic  statement  of  Director- 
General  Mines,  in  his  report  of  March,  1930,  that  some  $494,- 
000,000  would  have  been  added  to  the  gross  revenue  for  1918, 
had  the  rate  advances  become  effective  on  the  lirst  of  January, 
instead  of  in  June,  of  that  year.  Disregarding  variations  in 
extent  and  character  of  traffic  in  the  two  six-month  periods, 
the  increase  for  lite  entire  y«ar,  on  this  basis,  would  amount 
to  $988,otX),ooa 

While  we  have  not  yet  reached  our  formal  analysis  of  the 
financisl  outcome  of  the  Federal  Control  {Kriod,  lite  fact  of 
the  fleficits  should  be  here  noted,  because  of  tlieir  bearing 
upon  the  adequacy  of  the  rate  advances.  The  financial  a»pect 
of  these  advances  involves  not  merely  a  consideration  of  their 
gross  effect  upon  operating  revenues,  but  an  examination  of 
the  circumstances  which  prevented  a  further  increase  sufficient 
to  absorb  the  deitcits.  For  the  year  1918  alone,  the  deficit  was 
in  excess  of  $23fi,ooo/xx) ;  for  the  entire  period  of  Federal 
Control,  the  aggregate  deficit,  by  the  latest  available  estimate, 
amounted  to  slightly  more  than  $900,000,000.  By  the  begin- 
ning of  1919  the  growing  discrepancy  between  revenues  and 
expenditures  indicated  the  inadequacy  of  the  existing  rate 
level.  The  hope  of  a  railroad  surplus,  and  of  a  possible  de- 
crease in  rates,  held  out  by  Mr.  McAdoo,  was  based,  as  events 
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very  swiftly  proved,  iijion  an  entirely  unjustifiable  optimism.'* 
The  business  depression  and  light  traffic  of  (he  first  six  months 
of  1919  resulted  in  u  ltu]H-iess  nuiladjustmeiil  between  revenues 
and  exEwmlilurcs.  As  a  consequence,  ihe  Railroad  Administra- 
tion began  to  be  subjected  to  severe  criticism  for  iniposing 
upon  the  taxpayers  tlic  burden  of  these  deficits.  The  obvious 
remedy  was  to  increase  itie  income  of  the  railroatls  through 
(urtlicr  rale  advances ;  but  Director-General  llincs  persistently, 
and  wisely,  refused  lo  resort  to  an  increase  in  rates  as  a  means 
of  aHiieving  a  favorable  financial  showing  for  the  Railroad 
Administration. 

This  decision  was  based  on  weighty  considerations.  In  the 
first  place,  the  increasing  deficits  could  be  explained,  very 
largely,  by  reference  to  special  and  unusual  circumstances. 
Tile  entire  deficit  for  the  year  1918,  and  a  substantial  propor- 
tion of  the  "loss"  suffered  in  1919,  would  have  been  wiped  out, 
if  the  original  rate  advances  (like  the  wage  increases)  had 
become  ojKTative  at  the  beginning  of  Federal  Control,  on 
January  1,  191R,  in-ttcad  of  late  in  June  of  that  year.  For 
a  period  of  almost  six  months  the  Railroad  AdministrBtkm 
was  compelled  to  meet  the  incrcsising  costs  of  operation  witli- 
out  any  advance  whatever  in  the  pre-war  rate  level.  Sound 
policy  could  not  justify  the  imposition  of  a  current  burden  in 
order  to  ehniinate  accrue<I  deficiencies.  The  dtfllculty  was 
further  acccntuate<I  by  the  abnormal  business  dcpres^on  of 
the  first  six  montlis  of  1919.  It  seemed  neither  wise  nor  prac- 
ticable lo  fonmiliite  a  general  rate  inercan;  in  fai-e  of  the  un- 
cerlaintics  of  this  tiansitional  period.  The  rapid  expansion  of 
business  activity  during  the  next  four  monjhs.  between  July 
and  October,  vindicated  the  judgment  of  the  Director-tkncral 
in  this  respect.  A  relatively  slight  increase  in  the  rate  level 
at  that  time  would  have  been  sufficient  to  meet  the  operating 
expen.ses  of  the  roads  and  the  standarrl  return  guaranteed  by 
the  Government.  The  results  of  November  and  December 
were  likewise  abnormal,  the  very  unfavorable  financial  show- 

**  Senate  Ilearingt,  p.  33. 
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ii^  for  these  months  bein^  due  largely  to  the  business  paralystt 
snd  operating  difficulties  resulting  from  tlie  great  coal  strike. 
The  extraordinary'  conditions  of  the  greater  part  of  the  year 
1919,  therefore,  rendered  a  permanent  modification  of  the  rale 
level  both  difficult  and  undesirable. 

Furthermore,  a  pcneral  rate  increaw,  as  we  have  noted  in 
our  discussion  of  the  originiil  rate  order,  leads  to  inevitable 
maladjustnicnis  in  tlie  rate  structure.  It  is  sound  policy  to 
avoid,  as  far  as  possible,  disturbance  of  existing  rate  relaiion- 
riups,  particularly  in  a  difficult  period  of  transition;  these  rale 
relationships  exert  an  important,  and  frequently  a  controlling, 
influence  upon  the  character  and  direction  of  industrial  activ- 
ity. .And  the  interests  of  the  consuming  public  also  cautioned 
restraint.  Prices  continued  to  rise  during  IQ19.  in  sptte  of 
(perhaps  because  of)  the  termination  of  actual  warfare.  The 
burden  of  high  living  costs  was  becoming  intolerable.  An 
advance  in  railroad  rates,  because  of  the  disproportionate  in- 
crease in  commodity  prices  which  generally  follows,  was  likely 
to  produce  a  heavier  public  burden  than  that  removed  by  the 
consequent  reduction  in  taxation.  The  real  railroad  "loss," 
from  the  standpoint  of  the  public,  might  thereby  be  augmented 
rather  than  diminished. 

Finally,  the  resumption  of  private  operation  was  impending. 
The  authority  of  the  Railroad  Administration  to  increase  rates 
was  limited  to  provision  for  railroad  operating  expenses  and 
n^tals  "under  a  unified  and  coordinated  national  control  and 
not  in  competition."  It  was  without  the  scope  of  the  airthorily 
of  the  Director-General  to  formulate  such  a  rate  readjustment 
as  would  render  the  carriers  self-supporting  after  tlic  return 
to  private  operation.  Since  the  finatKial  demands  of  the  roail.i 
under  private  opention  would  not  necessarily  be  identical  with 
tho»e  essential  to  render  Federal  Control  self-sustaining,  par- 
ticularly since  the  Icpslativc  foundation  for  the  return  of  the 
nilroads  was  yet  undetermined,  additional  rate  advances  wmild 
probably  have  proved  necessary  after  the  termination  of  Fed- 
eral Cootrol,  even  if  the  Administration  had  attempted  to  re- 
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inov«  its  deficits  by  increasing  its  revenues.  Th«  industrial 
diftlurbance  which  generally  accompanies  such  readjustments 
of  the  rate  level  would  thereby  have  been  prolonged  and  in- 
ten^fied.  "Clearly  it  was  much  more  in  the  public  interest," 
argued  Director-General  Ilines.  "to  have  one  general  rate 
adjustment  for  the  puqioses  of  private  control  than  to  have, 
in  addition,  an  intermediate  one  for  the  purposes  of  Federal 
Control." 

We  may  ttrtw  pass  to  the  financial  aspects  of  the  wage  adjust- 
ments. We  have  seen  that  there  have  actually  been  not  one, 
but  many,  wage  increases.  Tlie  first  and  most  comprehensive 
of  these  was  authorized  in  May,  1918.  Following  the  issue  of 
this  order,  there  came  a  series  of  supplements,  affecting  read- 
justments and  allowing  further  advances.  Since  a  moditicalion 
of  the  wage  scale  had  been  promised  the  railroad  employees  at 
the  beginning  of  Federal  Control,  the  initial  wage  order  was 
made  operative  from  the  first  of  the  year,  and  a  majority  of  the 
subsequent  advances  were  likewise  made  retroactive  for  a 
period  of  months.  As  a  result  of  the  various  supplementary 
wage  increases,  the  scope  of  the  original  order  was  so  broad- 
ened that  a  so-called  "war  cycle"  of  wage  advances  was  com- 
pleted, whereby  practically  every  railroad  employee  was  bene- 
fited. Al  lliis  point  the  President  and  Director-General  Hines, 
ahhough  confronted  with  additional  pressing  demands,  post- 
poned all  further  action  pending  the  return  of  the  roads  to 
their  private  owners.  In  view  of  our  purpose,  it  would  be  a 
long  and  needless  task  to  examine  the  administrative  details 
of  these  wage  adjustments.  Our  intere-tt,  in  this  connection, 
is  centered  upon  their  gross  effect  on  operating  expenses. 

It  is  impossible  to  state  with  exactness  the  increase  in  oper- 
ating expenses  which  resulted  from  these  various  wage  ad- 
vances. The  number  of  railroad  employees  is  constantly  chang- 
ing, as  the  volume  of  traffic  varies  from  month  to  month ;  the 
number  of  hoiirs  of  work  rendered  by  thes«  employees  is  like- 
wise in  constant  process  of  change,  depending  upon  the  pres- 
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itire  of  traffic  dcinan<ls,  tlie  cxigt-ndes  of  operating  condttioDs, 
and  the  character  of  the  working  agreements  currently  in 
force;  and  the  wage  scales  tlnrmsclvcs  had  been  somewhat 
unstable.  Resort  must  therefore  be  had  to  estimates.  While 
there  is  considerable  variation  in  the  estimates  concerning  the 
financial  extent  of  the  wage  increases  during  the  period  of 
Federal  Control,  the  most  reliable  data  now  available  arc  those 
furnished  by  Director- General  Hines  to  the  House  Committee 
on  Appropriations  in  April,  1920."  According  to  the  estimate 
then  presented,  the  gross  result  of  the  war  cycle  of  wage  in- 
creases was  an  addition  of  $9(>SjOOO,ooo  annually  to  the  operat- 
ing expenses  of  the  railroads. 

By  comparison  with  pre-war  standards,  this  wage  iQSixase 
mipttfed  a  ya^t  ttyrdenjipon  the  saniecs-  Such  an  addition  to 
operating  expenses  in  1915,  or  in  any  earlier  year,  other  con- 


"Hearins  before  Sabcomraitt««  of  EIoum  Comm!tt««  on  Approprii- 
l)oa>  in  Charge  of  Deficiency  Appropriations  for  the  fiscfti  year  1930 
atd  prior  fiieal  rears.  Sixty-nixth  Consrets,  Second  Sw«ion,  p.  210: 
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ditions  ninaiiiiiig  unchanged,  would  have  absorbed  the  entire 
net  revenue  of  the  railroads.  A«  a  result  of  this  tncrca$e,  the 
percentage  of  gross  revenue  paid  to  railroad  employees  in 
wa^  jumped  from  43.3  ]kt  cent,  in  1917  to  53.3  per  cent,  in 
1918  and  53.6  per  cent,  in  1919.  The  percentage  of  operating 
expenses  consumed  tn  railway  wages  increased  from  61.15  'Q 
1917  to  65.0  in  1918,  and  amounted  to  62/54  for  the  year  I919, 
according  to  the  figures  of  the  Railroad  Admin ir4 ration.  The 
increase  in  absolute  amount  of  compensation  paid  to  railroad 
employees  further  emphasizes  the  cnormims  extent  of  the  wage 
advances.  The  annual  payroll  for  Class  I  roads  increased,  tn 
round  numbers,  from  $1,134,000^000  in  1015.  $1,336,000,000  in 
1916,  and  $1,730,000,000  in  I9r7.  to  the  vast  totals  of  $2,581,- 
000,000  and  $2,744,000,000  (partly  estimated)  for  the  two 
years  of  Federal  Control." 

It  becomes  dear,  then,  that  the  item  of  wages  constitutes  the 
most  important  single  element  in  the  operating  expenditures 
of  the  railroads,  and  that  the  justice  and  necessity  of  the  wage 
increases  must  scr\e  as  the  determining  factor  in  any  analysis 
of  the  financial  results  of  Federal  Control.  If  the  wage  in- 
creases, in  the  aggregate,  were  necessary  and  justiSable,  tlie 
propriety  of  the  rate  advances  cannot  be  questioned.  If  these 
rate  advances  proved  insufTicient  to  cover  the  added  outlays 
resulting  from  the  wage  increases,  then,  in  tlic  absence  of 
proved  operating  inefficiency  on  the  part  of  the  Railroad  .Ad- 
ministration, and  in  view  of  the  inadvisability  of  further  rate 
advances  during  the  period  of  government  operation,  the  fact 
of  the  financial  deficits  is  largely  explained.  The  aggregate 
deficit  for  the  twenty-six  months  of  Federal  Control  was  less 
by  about  $65,000,000  than  the  amount  of  the  annual  wage 
increases,  .\s  far  as  finances  arc  concerned,  therefore,  the 
question  of  wages  is  the  key  to  the  probkoi- 

The  wage  increases  have  not  been  universally  accepted  as 
just  and  necessary,  and  the  Railroad  Administration  has  been 
subierted  to  severe  criticism  for  ha  wage  policy.    For  the  most 

"  Ibid.,  p.  i93. 
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part,  however,  the  opposition  dates  bade  to  the  earlier  months 
of  Federal  Ccmlrol.  And  the  source  of  litis  opposition  is  to  be 
found,  very  largely,  ia  the  fear  of  the  railroad  executives  that 
the  Govenunenl's  labor  policy  would  result  in  tlie  return  of  the 
roads  to  their  owners  with  established  precedents  of  high 
wages,  short  hours,  standardization  of  employment,  and  ex- 
tensive organiiuition.  Even  if  such  an  outcome  had  been  in- 
c\itablc,  the  attitude  of  the  Government  would  none  the  less 
have  been  justified  as  a  means  of  meeting  the  necessities  of  the 
war  emer^cnc)'.  In  fact,  however,  subsequent  developments 
have  indicated  tliat  the  establishment  of  a  higher  wage  level 
for  railroad  labor  was  3  reasonable  response  to  the  permanent 

Idemandu  of  the  industrial  situation.  It  has  become  increasin^y 
Evident  that  the  wages  paid  in  the  railroad  industry  were  not 
Bisproportionately  high,  in  view  of  the  increased  burden  of 
fling  costs,  and  that  the  railroad  wage  level  ha<l  not  advanced 
disproportionately  as  compared  with  the  movement  of  wages 

t  other  industries. 
Al_the  beginning  of  Federal  Control  railroad  labor  jaras  ilc- 
ledly  underpaid.  The  situation  was  a  very  menacing  one. 
d  subslantial  wage  increases  would  doubtless  have  been 
snicd  by  the  carriers  themselves  if  private  operation  had 
ivntinued.  The  Lane  Commission,  on  the  basis  of  whose  in- 
^^estigation  aitd  report  the  initial  wage  order  of  the  Railroad 
^Administration  was  formulated,  presented  convincing  evidence 
'  in  support  of  the  urgent  need  of  wage  advances.  "It  has  been 
somewhat  popular  impression,"  reported  the  Commission, 
it  railroad  employees  were  among  the  most  highly  paid 
srkers,  but  figures  giithered  from  the  railroads  dispose  of 
his  belief.  Fifty-one  per  cent,  of  all  employees  during  Oe- 
ibcr,  1917 — that  is,  more  than  a  million  employees — received 
?5  per  month  or  less,  and  8n  per  cent,  received  $100  per 
onth  or  less.  Even  among  the  locomotive  engineers,  com- 
Dnly  spoken  of  as  highly  paid,  a  preponderating  number 
receii'ed  less  than  $170  per  month,  and  this  compensation  they 
have  obtained  by  the  most  compact  and  complete  organi^tion. 
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handled  with  a  full  appreciation  of  all  strategic  values.  B?- 
Iwccn  the  grades  receiving  from  $150  to  $250  per  month  there 
is  included  less  than  3  per  cent,  of  all  the  emplo)'ees  (excluding 
officials),  and  these  aggregate  less  than  60,000  men  out  of  a 
grand  total  of  3.ooofiOO."  " 

Tlie  real  purpose  of  the  w»ge  increases  was  not  to  meet  the 
competition  of  transient  w.ir  industries,  but  to  institute  a  fair 
and  permanent  railroad  wage  level.  The  detailed  facts  upon 
which  the  wage  policy  of  the  Railroad  Administration  was 
based  justify  fully  the  conclusion  of  Director-General  llines 
as  to  the  character  of  the  wage  advances,  "Tlic  wages  paid 
labor  have  been  paid  because  they  were  regarded  as  reasonable 
and  fair  considering  the  cost  of  living,  the  competitive  condi- 
tions of  other  labor,  the  recognized  differentials  between  dif- 
ferent sorts  of  railroad  blmr.  and  the  desirability  of  a  consider- 
able measure  of  uniformit)'.  .  ,  .  What  has  been  done  has 
been  with  reference  to  the  reasonable  requirements  of  the 
situation,  and  ...  it  is  highly  unfair  to  railroad  labor  to  at-  M 
tribute  to  the  rates  of  wages  which  were  thus  arrived  at  and  ■ 
which  are  being  paid,  all  the  elements  of  abnormal  cost  whidi 
manifested  themschres  during  the  period  of  the  war,  and  which 
must  in  part  manifest  themselves  in  a  diminishing  degree  dur- 
ing this  year  of  reconstruction. "  " 

The  average  of  the  advances  in  rslc  per  hour,  allowed  by  the 
Railroad  Administration  through  the  complete  "war  cycle"  of 
wage  increases,  as  compared  with  the  railroad  wage  level  of 
1913  and  1914,  was  slightly  in  excess  of  100  per  cent. ;  and  the 
extent  of  this  increase,  since  it  is  measured  in  rate  per  hour, 
was  partly  offset  by  the  shortening  of  the  working-day  from 
ten  to  eight  hours.  Tliis  advance  in  railroad  wages  was  not 
out  of  proportion  to  the  increase  in  other  permai>ent  enter-  ■ 
prises.  In  the  iron  and  steel  indturtry,  for  example,  according  | 
to  the  reports  of  the  Department  of  I.abor,  the  increase  in  pay 
per  hour  during  the  same  period  was  about  I30  per  cent. 

■  Senate  Hwring*,  p.  18. 
"  IM..  pp.  1)04-905- 
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Moreover,  the  fact  that  aa  additional  railroad  wage  increase, 
generally  estimated  to  exceed  $600,000,000,  was  found  ncces- 
»ry  soon  after  the  rcsumplion  of  private  operation,  establishes 
conclusively  the  reasonableness,  as  far  as  aggregate  amount 
b  concerned,  of  the  wage  advances  under  Federal  Control. 
The  railroad  industry,  because  of  the  foundational  character 
of  the  service  which  it  renders,  must,  above  all  other  industrial 
undertakings,  be  freed  from  tli«  menace  of  disniplion  or  dis- 
organijuition.  Statesmanlike  arrangements  for  the  peaceable 
settlement  of  labor  disputes  between  the  carriers  and  their 
employees  arc  doubtless  necessary  and  important ;  bat  lircti, 
US  a  minimum,  and  underlying  all  such  arrangements,  must 
come  an  hones-t  ciidca\'or  to  adjicve  a  fair  adjustment  of 
wages  and  working  conditions.  The  wage  increases  under 
Federal  Control  were  but  the  concrete  expression  of  such  an 
effort 

In  concluding  our  discussion  of  the  important  elements  that 
affected  the  "cost"  of  moving  traffic  under  Federal  Control 
and  influenced  the  financial  showing  of  tlie  Railroad  Admin- 
Utration,  wc  shall  examine  briefly,  from  the  standpoint  of 
finance,  the  extent  and  significance  of  the  so-callcd  "economics 
of  operation"  often  referred  to  with  pride  and  emphasis  in  the 
reports  of  tlie  Administration,  especially  for  the  year  1918. 
When  Federal  Control  was  first  considered,  many  of  its 
staunch  adherents  contended  that  great  financial  advantage 
would  accrue  to  the  public  throujrh  its  adoption.  One  writer, 
an  advocate  of  public  ownership,  asserts  that  "the  losses  to  the 
public  from  wasteful  competition  and  from  political  aCTivitics 
are  colossal."  "  and  this  note  runs  through  much  of  the  com- 
ment on  the  railroad  situation  of  1917.  It  is  not  surprising, 
therefore,  thai  Director-General  McAdoo  included  "the  appli- 
caboa  of  sound  economics"  as  one  of  t)ie  four  primary  pur- 
poses of  the  Railroad  Administration.  Witli  this  policy  ofli- 
cialfy    declared    and    the    savings    widely    anticipated,    the 

"P.  C  Howe.  Anmati,  March,  191!^  p.  i&t 
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Administration  resorted  to  many  special  means  of  achieving 
favorable  results  in  this  direction,  and  throughout  the  first 
year  of  Federal  Control  the  Director-General  was  confident 
that  these  economics  would  prove  extensive  and  significant. 
Mr.  McAdoo's  prophecy,  as  late  as  January  3,  1919,  that  a 
surplus  of  $100,000,000,  with  a  consequent  reduction  in  rates, 
might  reasonably  l>e  expected  for  the  year  1919,  was  largely 
based  on  this  con6dcncc.  ■ 

Among  the  various  poticies  adopted  by  the  Railroad  Admin- 
istration involving  the  possibility  of  financial  economy,  some 
were  primarily  designed  to  augment  carrying  capacity.  Short 
routing  of  freight,  joint  use  of  terminals,  heavier  loading  of 
cars,  fuller  utilization  of  locomoti^-cs,  and  the  like,  were  re- 
garded, in  the  first  mstance,  as  means  of  increasing  operating 
efficiency.  There  were  many  policies,  however,  the  chief  pur- 
pose of  which  was  financial  retrenchment.  The  administrative 
forces  were  so  rcorganiicd  as  to  reduce  Ihc  number  of  officials 
and  the  amount  of  their  com|>ens3tion.  Competitive  meltiods 
involving  "unnecessary"  costs  were  abandoned:  advertising 
was  curtailed ;  lidcet  offices  were  consolidated ;  "off-line"  agen- 
cies for  the  solicitation  of  freight  were  abolished.  Legal  ex- 
penses were  decreased  tlirough  the  elimination  of  men  and  the 
reduction  of  salaries.  Purchases  were  unified  through  Regional 
Purchasing  Coinmitlccs.  Hie  standardization  of  equipment 
was  intended  lo  reduce  costs  as  well  as  to  hasten  deliveries. 
Accounting  methods  were  somewhat  simplified,  and  the  qito- 
tation  an<l  publication  of  rates,  schedules,  classifications,  ami 
time  tables  were  unified  as  much  as  possible.  The  reduction 
of  passenger  service  was  doubtless  intended  to  achieve  both 
purposes — lo  increase  essential  carr>-ing  capacity,  and  to  elimi- 
nate "unnecessary"  expenditures. 

These  practices  naturally  resulted  in  financial  savings,  and 
the  efforts  of  the  Railroad  Administration  lo  achieve  "sound 
economics"  may,  on  the  whole,  be  deemed  praiseworthy.  It  is 
decidedly  questionable,  however,  whether  the  extent  and  sig* 
nificaiKe  of  these  economies  were  such  as  to  justify  the  great 
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importance  attached  to  them  in  the  reports  of  the  Administra- 
tion. While  the  cRtimated  annual  savings  appear  very  sub- 
stantial in  the  aggregate,  a  comparison  of  these  sums  with 
such  items  as  the  increase  in  operating  expenses,  or  the  increase 
in  wages,  renders  the  economics  of  maiiagcinciil  relatively  un- 
important  in  the  final  determination  of  the  financial  results  of 
Federal  Control.  We  may  take,  by  way  of  illustration,  the 
estimate  presented  to  the  Senate  Committee  by  Director-Gen- 
era! McAdoo  for  the  year  1918.  On  the  basis  of  reports 
received  from  five  of  (be  seven  railroad  regions,  he  estimated 
that  savings  totaling  ^5,576,424.71  had  been  realized  during 
the  twclvc-monlh  period  between  December  31,  1917.  and  De- 
cember 31,  1918.  The  specific  items  by  means  of  which  these 
savings  were  effected  inchide<l  unification  of  terminals  and 
stations,  elimination  of  passenger  service,  reductions  in  or- 
f^nization,  and  miscellaneous  economies.'"  Since  the  eighty- 
five  million  dollar  figure  covered  but  fire  regions,  further  addi- 
tions would  have  to  be  made  in  order  to  include  the  entire 
country.  A  liberal  estimate,  however,  would  probably  not 
bcrease  tlie  total  savings  for  the  year  beyond  $125,000,000. 
This  i.s  a  very  large  sum,  and  if  the  desirability  of  the  means 
of  ccorwrny  is  granted,  the  Administration  is  entitled  to  full 
credit  for  the  result.  Rut  these  savings  were  relatively  small 
as  compared  with  the  magnitude  of  the  operating  expenses  of 
ihc  railroads  for  the  same  period ;  they  could  exercise  no  de- 

"  In  order  thai  the  relative  impcrlaiice  of  the  various  items  throush 
which  savings  were  iMliied  may  be  indicated,  the  following  exhibit  i.i 
Kt  down  (roni  (he  Aiitiual  Report  of  ilic  Rexioual  Director  lor  the 
Ea«tem  Region  for  the  yctr  iijiit  (p.  2) : 

Det.  31,  1917,  to  Off.  31,  1918. 

Estimattd  SoPiMg 
llfim  I'er  AnHum 

I.    Utiiticatioii  of  lernunats  anil  stations.. •• 9  4,i73/>oo 

b.     niiminatioii   of  pasi^mgcr  Krvice Ix.igOfioa 

t.    Reductions  in  uTKaniution.  at  contrasted  with  the 

saiDC  under  corporate  control  3,677 floo 

d.    Ubcellaneous  ccoaomics.  llic  result  of  causes  other 

than  above  i.209Jxo 
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tenmning  influence  upon  the  financial  outootDc  of  FedenU 
Gjnlrul.  The  utwniling  expmscs  for  1918  wrerc  to  excess  of 
four  billion  dollars ;  lh«  total  estimated  savings  ooitstiluted  but 
little  more  than  three  per  cent  of  this  antouoL  The  iiuyfasr 
in  ojwrating  expenses  for  1918,  as  compared  with  the  preced- 
ing year,  was  more  than  nine  tinies  as  ^p^itas  these  economics; 
and  these  financial  economies  constituted  only  about  i^  per 
cent,  of  the  annual  incrtase  in  the  wage  bill  of  tiK  railroads 
during  tlic  period  of  Federal  Control.  It  m^ht  be  addnl.  fur- 
thermore, that  the  means  adopted  to  realize  these  economies 
were  not  always  accepted  as  desirable.  There  was  much 
crilkism  of  the  general  policy  of  attempting  to  obtain  money 
savuigs,  as  distinct  from  savings  in  carrying  capacity,  llie 
conviction  was  wide-spread,  for  example,  that  the  financial 
U-ncfits  derived  from  such  polides  ss  the  elimination  of 
scngcr  trains  and  the  abolition  of  "off-line"  offices  were 
outwcJKbcd    by   the    resulting   impairment    of    the    railroad 
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Our  discussion  of  costs  and  economics  may  now  be  followed 
by  a  brief  statement  of  the  actual  financial  results  of  Federal 
Control.  _  Tt»at  a  large  deficit  was  incurred  by  the  Railroad 
Administration  is  well  known.  The  extent  of  the  deficit,  ac- 
cording to  the  most  authoritative  figures  now  available,  was 
$9<>o,478,7s6,  for  the  twenty-six  months  of  government  con- 
trol." Since  tlie  deficit  for  the  year  1918  was  only  $2j6^- 
184,040,  almost  three-fourths  of  the  aggregate  amount  is  cred* 
itable  to  post-war  operation. 

The  explanation  of  these  deficits,  as  has  already  been  indi- 
cated, must  be  soupht.  primariTy  in  tlie  rise  of  operating 
expenses — a  rise  entirely  out  of  proportion  to  the  advance  in  1 

"Cf.  Senate  Hearing*,  pp.  563-1^  ;Whhi»/*.  November,  151  g,  pp.  60-66. 

"TBe  foUowinjc  table,  from  th«  tl«Aring  before  the  Suli^nmiittee  of 

the  House  Comminec  oa  A|)pruprta(ioui  iii  charge  of  Dcficieucy  Ap- 
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rates  or  the  increase  in  operating  revenue3^<i>upkc(  with  the 
fixed  obligation  of  the  Govcrmncnt  jo  pay  the  stancbrd_rctuni 
lojKe  carriers  in  the  Jorm  of  guaranteed  imtals.  During  1918 
operating  expenses  increased  bj-  more  than  $i,738/xxwx)0  over 
the  annual  average  of  the  thrcc-ycar  test  period ;  but  the  record 
traffic  of  1918.  in  spite  of  the  rate  advances,  produced  an  in- 
creasteof  less  than  $1,555,000,000  in  gross  revenue  as  compared 
with  the  test  period.  If  the  increase  in  rates  had  become 
operative  from  the  beginning  of  1918,  it  is  estimated  that  $494,- 
ocxtjooo  would  have  been  added  to  the  revenue  of  the  railroads, 
and  the  1918  deficit  of  upward  of  $236,000,000  would  have 
been  entirely  eliminated.  During  the  year  1919  the  operating 
expenses  were  greater  by  more  than  $2,141,000,000  as  com- 
pared with  the  annual  average  of  the  test  period,  while  the 
RIDES  revenues  increased  by  less  than  Si.8i,l.ooo,ooo.'*  This 
increase  in  operating  expenses,  even  as  compared  with  1918, 
was  due  to  the  completion  of  the  "war  cycle"  of  wage  ad- 
i-ances  and  to  the  upward  trend,  after  the  armistice,  of  prices 
of  materials  and  supplies-  The  failure  of  operating  revenues 
to  cover  these  increased  outlays,  tn  spite  of  the  fact  that  the 
new  rate  level  was  effective  throughout  the  year,  was  due,  in 

fropriationi  for  the  fitcal  year  1990  and  prior  fiKal  yMrt,  Sixty-iixth 
ODRresi.  SkoihI  Session,  p.  B*.  set»  forth  the  dctaih  of  Ihc  drfiril: 

ESTIMATED  EXCESS  OP  OPKBATINC  EXPEKSKS  AND  RENTALS  OVER 
Oi-ERATING  KKVENltES 

CUh  (i)    railroads   $577.5'3.'S3 

Otber  privately  owned  proiierttct   (smallef  railroadii, 
aJecpLfif  and  rcfHiicraTor  car  lines  and  steam^ip 

UiKs)  43,011,139 

Inland  waterway* XUdiTX 

Expenw  of  central  and  rcfrional  orcaniiationi........      t%9S4i9B* 

American   Railway    Gxprcxs    Co 3^111,743 

Other  ptofil  and  loss  debit  balancM: 

Adjiutment  for  fnaieiiaU  and  ntppBu  m  Mttlemcnt 
with    railroad   companies   on   account   increasing 

price*   85.304.618 

Met   interest  adjailmenlt   and   mitceltaneout   income 

debit*  and  credits  40^33.356 

Total  profit  atul  loss  debit  balance $900,478^56 

•The  following  table  (House  Appropriations  Committee  Hearings. 
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I  nc^ptf  bvBBCSS  ownm  ns  fintf  . 
1919  luJitd  IB  a  difieit,  for  Aett  aoaAs  akoe.  off 
yKtfOO,    TowsH  the  end  o[  the  glrr^rtaf  jcsr.  daring 
imt  Ducubcf,  tbc  gnst  tssl  sliwc  so 
Aclittf},  snd  tTAiftcd  id  uka  opcntnip 
aalsodba  natfced  decrease  in  nilread  tnfic.ilBi  a  deficit 
$t  t4j0CKMyio  was  iuutfred  in  lias  period.    A  hi^  pan  of  tbe 
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deficit  for  both  periods  would  doubtless  have  been  avoided 
under  oonnal  traffic  conditions. 

It  is  to  be  remembered,  moreover',  that  the  estimated  excess 
of  expenses  over  revenues  which  produced  the  aBRrejiatc  def- 
icits covered  the  guaranteed  rentals  to  the  carriers  as  well  as 
expenses  of  oj)eralion.    The  obligation  to  pay  these  rentals — 
totaling  in  excess  of  $900,000,000  annually — was  a  fixed  obli- 
gation under  Federal  Control,  liberal  in  extent  and  payable  by 
the  Government,  regardless  of  conditions  of  traffic  and  the 
level  of  rates,  and  irrespective  of  the  burden  of  wage  increases 
^^r  mounting  commodity  prices.    It  is  true  that  the  operating 
^^btio~the  percentage  of  gross  revenue  consumed  in  operating 
^ftcpenses — increased  from  67.60  for  the  test  period  and  70.48 
^^  1917,  to  81.54  in  1918  and  85.26  in  1919;  but  a  very  sub- 
stantial residue  of  net  income  was  none  the  less  still  available, 
^■n  a.'^cssing  the  significance  of  the  total  deficit  of  niore  than 
^^900,000,000  we  must  not  lose  sight  of  the  fact  that  for  the 
twenty-six   months  of  government   operation   approximately 
two  billions  of  dollani  were  made  available  for  railroad  bond- 
alders   and   stockholders,   or   added   to   capital   investment, 
brough  the  guaranteed  standard  return.    In  other  words,  the 
ttual  net  income,  above  operating  ypenyeg,  was  substantially 

I  gvi-gsc  Qf  ^nj  ^illirui  Hjillara-fftr  llia.^rJnH  nf  pcdcrat  Con- 

>1.     It  is  to  be  noted,  also,  that  for  the  months  of  January 

February,  1920.  the  railroads  were  allowed  a  rental  of 

3ut  $i50.ooopoo — the  full  two-twclflhs  of  a  year's  rental, 

accordance  with  the  provisions  of  the  contract  agreements 

Oder  tlie  Federal  Control  Act — although  a  saving  of  some 

49,000.000  might  have  been  realized  if  the  carriers  had  rc- 

eived  a  rental  proportionate  to  the  normal  earning  capacity 

January  and  February  as  shown  by  the  three-year  test 


The  adverse  judgment  of  the  financial  showing  of  the  Rail- 
ad  Administration  that  so  widely  ]>revails  finds  no  justifiea- 
in  any  impartial  analysis  of  the  essential  facts.  Aside 
1  the  incrca.sc  in  the  cost  of  railroad  materials  and  suppllcSi. 
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fhccxtcMoi  wUdi  docs  not  k»d  itMlf  to 

aad  orer  wUdi  (aside  from  Ac  iaiMnoe  oC 

[)  tbofe  ctnrgied  with  ibe  gpetation  of  the  tnoapor- 
****""  qnCciD  BMi  DO  <BtTct  voMtot,  nc  poocf  of  tte  Adnun- 
Htntioa  Willi  rtfvd  to  ntcf  aad  wagu  «as  the  detenntatf^ 
factor  in  the  fintBOJI  oitfcomr  of  ibe  midrrtalring.  The  nte 
advaoocs  pfooaU]'  ncfCBica  rawMiM  bjr  ■p^*wwiif»t^ly  one 
bSSbm  dolbn  amnaDf .  These  fates,  btxanac  at  pcactkal 
etipm  in.  cmU  not  becnae  opentiire  tiQ  after  tix  nxMMht 
of  Federal  Cbnlrol  had  dapced.  The  increase  in  wages  addeil 
^■proximaldy  a  IriOioajMlars  anntiaDy  to  oprrahmg  eiprmtti. 
Bccatue  of  the  extreme  urgeacy  oE  labor's  demands,  this  tn- 
crca«c.  as  promised,  bctsmc  effective  from  the  bepnning  of 
Federal  CootroL  Add  to  lhc%  facts  the  rapid  increase  in 
coamo^ty  prices  and  the  abnonnal  character  of  traffic  condE* 
tioos  durii^  the  greater  part  of  [919,  and  the  financbl  deficit 
bcoone*  inevitable.  It  is  clainicd,  of  courx,  that  the  Admin- 
istratioa  should  have  been  able  to  forecast  results  and  increase 
its  rMTOTucs  accordingly-  Wc  have  already  seen  that  the 
Director-General's  choice  of  the  defidt,  with  all  its  attendant 
criticiiin,  in  pbce  of  raakcshift  resort  to  further  nte  advances, 
was  based  upon  sound  considerations.  The  claim,  on  the 
other  hand,  that  the  increase  in  operating  expends  was  un- 
warranted ontst  spring  front  the  assumption  either  that  the 
wage  increase*  were  exorbitant  or  that  railroad  revenues  were 
unnecessarily  constmied  through  tnefficiency.  The  question  of 
the  justice  of  the  Administration's  wage  policy  has  received 
previous  consideration.  The  question  of  the  relative  efficiency 
of  private  operation  and  Federal  Control  will  not  be  determined 
definitively  tmlil  the  lapse  of  time  has  rendered  possible  a  more 
complete  investigation  and  a  more  careful  analysis  of  tlie  oper- 
ating results  than  is  feasible  at  the  present  time.  But  such 
facts  as  have  been  disclosed,  while  they  may  not  justify  the 
brge  expectations  of  public  ownership  enthusiasts,  certainly 
lend  no  support  to  the  imputation  of  inefficiency  on  the  part  of 
the  Railroad  Administration. 


I 


I 
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More  recent  developments  throw  addilionat  lisht  on  the 
situation.  In  the  traiifiition  from  Fe<ler3l  Control  to  private 
management  it  was  found  necessary  to  extend  for  a  period  of 
six  months  the  govcmmcnt  guaranty  of  the  standard  return; 
and  the  great  majority  of  the  roads  deemed  it  to  their  advan- 
t^e  to  avail  themselves  of  this  gfuaranty.  If  the  unfavorahlc 
(iDandal  showing  of  the  Administration  had  been  due  to  in- 
efficiency, the  carriers  might  have  found  this  puhlic  safeguard 
unnecessary.  Moreover,  the  opcratinij:  results  of  the  first  few 
months  of  private  operation,  since  March,  1920,  lend  further 
confirmation  to  the  contention  that  the  deficit  under.  Federal 
Control  cannot  justly  be  attrihuie<l  to  the-iscfficiency  of  pubhc 
DperatioA;  "l"he  abnormally  high  operating  ratio  of  85^16  for 
the  year  igig  rose  to  91.57  for  Maixli  and  10072  for  April  of 
ig20.  These  operating  ratios  were  substantially  higher,  also. 
than  those  of  the  first  two  months  of  1920.  The  operating 
ratios  for  January  and  February,  1920 — the  last  two  months  of 
Federal  Control— were  but  Sz.82  and  97.68,  respectively. 
Moreover,  in  April,  1920 — under  private  management — the 
^lerating  expenses,  exclusive  of  rentals  or  standard  return, 
exceeded  the  gross  revenue  of  the  railroads.  It  is  true  that 
the  "unauthorizwi"  strikes  of  that  month  contributed  to  this 
extraordinary  result :  but  there  is  little  comfort  in  such  figures 
for  those  who  would  explain  the  deficit  under  Federal  Control 
by  reference  to  operating  inefficiency.  Finally,  the  admitted 
necesf.ity  of  the  general  increase  in  railroad  rates — estimated 
to  ndd  about  a  billion  and  a  half  dollars  annually  to  the  revenue 
of  the  railraids — which  became  effective  late  in  August  of  1920, 
at  the  earnest  solicitation  of  ihc  carriers,  is  a  clear  indication 
that  the  tmfavorable  fittancJal  showiag_iuiderJcdecaLCQairol 
was  doe  to  tlie  inadequacy  of  the  rate  level  rather, than  to  the 
HBTeaaonable  exiwnsion  of  operating  cosls. 

Tbese  considerations  provide  convincing  evidence  that  the 
fact  of  the  defidt  neither  proves  that  a  "Joss"  was  incurred  by 
tllc  Railroad  Administration,  nor  establishes  the  conclusion 
that  the  cost  lo  the  public  of  conducting  operations  during 


tCJTS  on  NAkk  sell 
En»  fhe  cwpomiaufl 
B^riKr)  was  $S  perl 
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nc  RSBBpMB  of  fn^e 
ithr 
L-  Ok  Ji—irj  4.  990^ 
5J  per  eeoL  of  tbe  iDtal  can  at  Ak 
31.  lyax—ttmm^  *e  tad  of 
^  ^Hber  of  ladHorder  can  (pnvidei  X4,j^ 
■cU  4M  OS  w/Tiu  swvnaf  aoiliiwiw  nnn  ne 
iv  fCDR^  tn  •BPBCKn  fniHi  the  tatu  b^hdct)  wss  5^ 
•f  dw  taol  on  ea  iIk  Gac  On  Jwmarj  4.  1918.  18.$ 
nL  of  the  ncmiolncs  (the  rcpofts  csvcred  ***-10-'*m) 
ia  4hep  or  tmaiiiog  npdr;  as  of  FAnaij  7.  191%  174 
of  a  total  of  fisjoBi  kxnatifs  vetv  in  diop  or 
Fciair.  ^SSSBSSBSS"^  "^  dechfed  to  be  in 
tuuu  aod  lalc  moditioB.  wthoo^n  oa  the  awiagt  two  yon 
Ma  tfai  at  the  beg^^Bg  of  F—*— ^j  rfl**nfl  "**  ""^T  '<* 
pmastagtr-tma  can  were  added  dminf  the  period  of 
It  sbooU  be  notea,  bowevcr,  tnnt  tins  recofd 
of  oliifylwy  oaintfiHBce  of  nSroad  emiipiaMit  was  not 
oMnMeBdf  nanriaaied  thraaffaoDt  (be  Federal  Contnl  period. 
As  a  resok  of  tbe  car  sorplns  of  the  eartjr  months  of  1919, 
mairtntance  was  brgeljr  oegfacted.  and  the  pRSSure  of  the 
twihortted  strike  amane  the  shofanen  in  Augnst  coatributcd 
to  the  tame  result  On  AugoA  t6,  1919.  there  were  228,549 
bad-onler  fTei^bt  cars,  or  9^  per  cent,  of  the  loul  number  of 
can.    The  condition  of  railroad  cqaipnteDt  at  the  end  of  Fed- 
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cral  Control,  therefore,  was  inuch  better  than  had  been  gecf 
erally  anticipate^]  by  the  carriers.  As  to  renewals,  no  de' 
pendable  data  are  available.  The  records  make  no  differentia- 
lion  between  new  equipment  acquired  by  way  of  actual  addi- 
tions to  existing  facilities,  and  new  equipment  secured  in  lieu 
of  retirements.  The  great  shortage  of  cars  and  locomotives, 
however,  e»i)ectally  during  the  war  activity  of  1918,  and  tlic 
extreme  difficulty  of  obtaining  new  facilities  even  at  abnormally 
high  prices,  Ifd  the  Railroad  AdminJstralion  to  adopt  the  policy 
of  postponing  the  retirement  of  equipment  as  long  as  possible. 
This  circumstance  doubtless  rendered  the  condition  of  railroad 
equipment  at  the  termination  of  Federal  Control  less  satisfac- 
tory than  would  appear  from  a  mere  acceptance  of  ihe  per- 
centages of  bad-order  cars  and  locomotives  in  shop  or  awaiting 
repairs." 

Nor  were  the  total  dcliyrrij'ti  of  new  cquifrrnrnt  ^"""if  the 
period  of  Federal  Control^wlielher  by  way  of  replacements  or 
as  actual  addition^,  ■•ide<]»ate  ti^  meet  the  traffi*;  burden  of  the 
railroads.  During  1918  the  Railroad  Administration  ordered 
1.930  locomotives  and  100,000  freight  cars  "of  the  types  be- 
lieved to  be  llw  most  urgently  needed  for  war  purposes."  These 
freight  cars  were  limited,  in  the  main,  to  box  cars  and  open- 
top  cars,  and  did  not  include  any  rcfri^fcrator  cars,  tank  cars, 
stodc  cars,  or  flat  cars.    No  passenger  cars  whatever  were  pur- 


chased  by  Ihfi  t^nvf  "Ttmttif  These  orders  for  equipment  were 
determined  by  an  estimate  of  the  amount  of  materials  and 
supplies  that  could  be  obtained  for  the  purpose.  During  1919. 
because  of  the  approaching  termination  of  Federal  Control  and 
the  Congressional  policy  of  financial  retrenchment,  no  new 
equipment  was  ordered.    Aside  from  the  original  program  of 

■"Tlw  Railrnnd  AdininiM ration  hai  atated  that  of  the  150,153  bad- 
order  ear»  on  the  fiileenth  of  Novemhrr  (1919),  I9j00~(lhis  niitnlwr 
nt  chanK«l  <"  14J?5  t-y  the  enil  of  Fwleia]  Control)  were  hrlJ  out 
o(  lervice  as  not  worth  rrpjiring.  This  U  certainly  a  ttiinimum  figiirc, 
Tbe  deferred  retirements  amount  to  at  leant  100,000  carj,  and  although 
iome  of  t)ie  box  cars  may  be  worth  rdnfotciiij;  and  rctumtnK  to 
Mfvite,  not  leu  than  7SJ00O  car«  should  be  acrappcd."  Railway  Agr, 
]uL2,  I93CM»-  3t- 
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kral  I 


1918,  therefore,  additions  to  equipment  duriag  the  Federal 
Control  period  resulted  from  direct  purcliaKcs  by  the  railroads 
themselves  and  from  ihc  coniitruclion  of  facilities  in  railroad 
shops.  The  total  deliveries  for  the  twenty-six  nwnths  included 
4,417  locomotives,  134,213  freight  cars,  and  807  passenger- 
train  cars.'*  Except  in  the  c^se  of  locomotives,  this  new  equip- 
ment was  less  than  the  avcraj;:e  annual  additions  during  the 
decade  ending  in  1914,  and  veiy  substantially  less  than  thai 
needed  to  meet  the  abnoniiai  demands  of  the  war  perioil. 

The  preceding  discussion  of  the  policy  of  the  Railroad  Ad- 
ministration with  re$;ard  to  new  equipment  leads  to  a  consid- 
eration of  the  more  general  problem  of  capital  expenditures 
for  railroad  improvements.  We  have  noted  that  one  of  the 
underlying  reasons  for  the  assumption  of  government  control 
was  the  inability  of  the  carriers  to  raise  sufficient  funds  for  the 
capital  account,  both  because  of  impairctl  railroad  credit,  and 
the  abnormal  character  of  Ihe  money  market.  One  of  the  ob; 
jeclives  of  Federal  f^n'r"!  wai  tAJtrrmtr  natrnliil  imp«iflv»- 
roenlsjn  railroq^  plflpt  and  equipinpni  thmiiyh  tfif  instrumcn- 
talily^f  public  finance.  The  Federal  Control  Act  placed  the 
entire  problem  oi  improvements  in  the  hands  of  the  Govern- 
ment: the  individual  roads  were  permitted  to  raise  their  own 
capital  only  on  approval  of  the  Railroad  Administration. 
Early  in  the  life  of  the  Administration,  therefore,  a  Division 
of  Capital  Expenditures  was  organized.  This  Division  re- 
quested  the  companies  to  submit  budgets  of  expenditures 

"The  fotlowing  table,  from  th«  report  of  Director. General  Hine*' 
for  ihe  fourteen  mnntlis  ended  March  1,  i^>0,  (p.  31),  present*  iIk 
delaili  of  total  ilcliveriei  of  e<|uipiiient  durliiK  Uic  period  of  Federal 
Control,  incliKliiiR  cqtii]»iicnt   purch«s«H  directly  by  the  raiJroids  or 
conttructed  in  rmlruad  shops : 
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chargeable  to  the  capital  account,  and  passed  individually  on 
all  items  submitted.  Instructions  were  issued  to  the  companicii 
"to  avoid  the  nocessit>'  for  raising  any  new  capital  which  is 
not  absolutely  nccessarj-  for  the  protection  and  development 
of  the  rei]uired  transportation  facilities  to  meet  the  present  and 
prospective  needs  of  the  country's  business  under  war  condi- 
tions." **  All  other  improvements  were  suspended,  unless  they 
had  already  progressed  so  far  as  to  render  their  suspension 
impracticable. 

The  carriers'  initial  budj^ets,  for  1918,  called  for  a  capital 
investment  of  $1,329,000,000.  Th«  actual  authorizations,  how- 
ever, because  of  the  conservative  attitude  of  the  Division  of 
Capital  Expenditures  and  the  impracticability  of  carrying  out 
some  of  the  projects  under  war  conditions,  amounted  to  $906^- 
178.538.  The  authorisations  for  the  year  1919,  both  because 
of  the  uncertain  status  of  Federal  Control  and  the  extensive 
"carry-overs"  from  the  preceding  year,  were  very  much 
imaller,  amounting  in  the  aggregate  to  but  $3^.952,630.  For 
the  two  years,  therefore,  capital  expenditures  of  $1,171,131,168 
were  authorized.  But  the  actual  expenditures  were  very  much 
less  than  this  figure.  The  exigencies  of  war,  in  1918,  and  the 
(Ufficuhy  of  obtaining  appropriations,  in  1919,  delayed  the  com- 
pletion of  some  of  the  improvements  authorized  and  forced 
the  abandonment  of  others.  In  neither  year  did  the  mere 
order  of  material  or  etiuipment  insure  delivery  or  completion. 
There  was  a  large  "carry-over,"  therefore,  from  1918  to  1919. 
and  the  actual  exjicnditures  were  $473,628,013  and  $322,- 
267,725  respectively,  making  a  total  for  the  two  years  of  $805.- 
895,738.  Of  this  amount  $509,376,913  was  spent  for  addi- 
tions and  bcttcrmcnls  (excluding  equipment)  of  existinj;  tines, 
$265,160,762  for  equipment,  and  $31,358,063  for  the  construc- 
tion of  extensions,  branches,  and  other  new  tines.*' 

Tliese  figures  cover  capital  expenditures  during  1918  and 

1919   for  which  formal  authorisation  was  granted  by  the 

•  General  Ordrr  No.  la. 

"The  (ollowinK  tMr.  bt'ing  an  abstract  of  the  deUiled  exhibit  oon- 
Uincd  in  ihc  annual  report  of  the  Diviiiom  of  Capital  ExpeniltlurM  tor 
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Division  of  Capital  Expenditures;  they  do  not  disclose  the 
total  amount  of  capital  investment  in  the  railroad  properties 
during  the  period  of  I'ederal  Control,  In  ihc  first  place,  work 
involving  charges  to  the  capital  account  not  in  excess  of 
$25,000  (the  amount  was  later  reduced  to  $1,000)  coutd,  by 
authority  of  the  Director-General,  "he  contracted  for  and  com- 
menced without  approval"  of  the  Railroad  Administration. 
Expenditures  incurred  on  this  basis  were  not  included  in  the 
report  of  re^iills  as  thus  far  analy/ed.  Furthermore,  these 
figures  did  not  cover  such  capital  investment  as  was  made  in 
the  last  two  months  of  Federal  Cbntrol — in  January  and  Febt 
raary  of  1920.  Finally,  they  do  not  include  llie  relatively  large 
amount  of  capital  expenditures  financed  by  the  roads  them- 
selves, with  the  authorization,  but  without  the  aid,  of  the 
Railroad  Adniinistralion.  These  considerations  explain  the 
estimate  submitted  by  Director-General  Hines  in  his  final 
report  (March  r,  igao)  that  the  sum-total  of  capital  expendi- 
tures, including  additions  and  betterments,  equipment,  and 
extensions,  for  the  twenty-six  months  of  Federal  Control,  was 
approximately  $1 .200.000/xx).  This  sum  was  largely  raised  by 
Congressional  appropriation,  and  loaned  to  the  carriers  under 
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iQtQ  (pp.  13-14),  wilt  indioilr  the  rcUlionithipt  of  the  varum*  nulhori- 
tations  and  cKpcnditurM  fur  tht  r^ars  191S  and  1919: 

CAPITAL  KXI'ENDITtiKES:     FKDERAl,  CONTKOI.r    i«il,   tgr«L     CLASS  I 
ROADS.     (Thrw   mnnth.  ntimilcd.) 


HI 

EMlmated  Cm*  of  W«k  Auihorind 

BipvnJiiurc*  for  WotkAaaallir  Done 

II 

10  iS 

i«i« 

ToU! 

1918 

<«'• 

Total 

A. 
B. 
C_ 

tS^l4rf^» 

<9.'>OJ.(''U 

t>l5.94''.T4« 

iSaA'7Ait> 
57,414,81] 

itcDSUio 

tJJ7.i4S,M> 
8s.ioi,tii 

D. 

•«ri.i;8.»«i 

|l64AiJ,6jD 

%l,IJt,fil.Ut 

t47i.B1S.s1  J 

tii'.tij.jn 

CxpUnilioa:     Itfm  A — AHditionii  and  BrFtcrmcEtra, 

tu-ni  B^Toul    cquipaif7ir    (iiicluilififr    improvnncntft), 
Irroi  C — FjElrniioni.  Brknfbpi.   Ntw  Llnt& 
Itftn  D — Toi*I — All  txpnuJiiurrt. 

Note:    Tbii  Isblr  dcxs  nu(  intluile  the  IsM  two  inonlh*  n(  Fc4t»l  Control,  nor 
(be   u|Aal    i&icnmciita    finincnl   wilboM    OontiutiFni    aid    hy   the    prtrat*  torn- 
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ing  the  year  ending  June  30,  1916.  the  railroad  capital  account 
showed  an  increase  of  only  $248,000,000.  And  th«  average 
annual  capital  investineiif  for  the  entire  decade  ending  Decem- 
ber 31,  1917 — im mediately  preceding  Federal  Control — was 
no  greater  than  the  average  capital  additions  made  during  the 
period  of  puMic  operation. 

This  showing,  in  sonic  respects,  appears  to  be  purely  nega- 
tive; while  there  was  no  falhng  off  in  capital  expenditures, 
tfiere  was  no  substantial  increase  as  cotnpared  with  the  pre- 
war period.  There  was,  without  doubt,  wide  expectation  that 
Ihe  unification  of  financial  oper:itions  under  Federal  Control. 
with  the  support  of  govemmcnlal  credit,  would  make  ]>os*ibI«  a 
decided  advance  in  the  physical  and  financial  rehabilitation  of 
the  railroads.  This  expectation  was  not  realised  for  a  number 
of  rea.son.s.  During  1918  the  actual  shortage  of  labor  and 
materi:ds  rendered  impossible  any  ambitious  program  of  rail- 
road  improvement.  In  addition,  the  Railroad  Administration  M 
concpivcd  its  functions  to  be  concerned  primarily,  if  not  ex- 
clusively, with  provision  for  tlic  war  necessity.  It  accepted 
frankly  the  explicit  declaration  of  the  Federal  Control  Act  that 
die  syiitem  of  public  railroad  operation  was  an  emergency 
measure.  This  was  evidenced  by  the  original  instructions  of 
the  Division  of  Capital  Expenditures,  already  referred  to.  And 
th>5  altitude  was  accentuated  after  the  armi.<iticc.  As  early  as 
December  to,  I9t8,  because  "il  was  no  longer  necessary  to ' 
anticipate  the  needs  of  the  carriers  for  purely  war  purposes." 
the  Director  of  the  Division  of  Capital  Expenditures  wrote  as 
follows  to  the  Regional  Directors;  "As  to  entirely  new  wofic 
not  yet  authorized  we  arc  proceeding  upon  the  view  that  it  is 
not  expedient  to  grant  authority  therefor  unless  either  (a) 
there  is  imperative  necessity  for  the  improvement,  or  (b)  the 
coiporation  itself  desires  the  imprxivement.  and  is  willing  toV 
finance  it,  The  question  arises  as  to  wliethcr  the  same  con- 
siderations ought  not  to  operate  to  cause  the  cancelation  or 
postponement  of  any  authorities  already  granted  in  cases  where  < 
the  work  has  not  been  started,  or  if  started  is  in  stich  shape ; 


I 
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that  it  could  be  suspended  without  loss."  ■*  !n  face  of  these 
views,  it  is  not  surprising  to  find  that  the  largest  authorizations 
for  additions  and  betterments,  aside  from  equipment,  were  for 
yard  tracks,  sidings,  and  industrial  tracks,  and  for  shop  build- 
ing, engine  houjcs,  and  appurtenances.  The  dominant  purpose 
was  to  secure  such  intcn.tive  development  of  plant  and  equii>- 
mcnt  as  would  meet  the  exigencies  of  immediate  necessity. 
This  purpose  accounts,  in  great  measure,  (or  the  curtailment 
of  expenditures  even  during  lyiQ,  after  the  demand  of  the  war 
industries  for  labor  and  materials  had  largely  abated. 

Bui  part  of  the  responsibility  for  the  restricted  character  of 
file  improvement  program  of  the  Railroad  AdminisI  ration  must 
be  placed  upon  our  unwwldy  system  of  governmental  finance. 
The  Administration  was  seriously  hampered  by  bck  of  suffi- 
cient and  timely  appropriations.  The  initial  revolving  fund  of 
$500,000,000  was  inadequate,  and  its  inadequacy  was  intcnsi- 
Aed  by  the  unfavorable  financial  results  of  1918.  A  large  (lart 
of  this  fund,  which  was  intended  primarily  as  capital,  was 
absorbed  in  liquidation  of  the  Govcrmnent's  indebtedness  by 
way  of  compensation.  In  1919  the  situation  was  aggravated 
by  the  adjournment  of  Congress  without  pa-V<ing  the  deficiency 
appropriation  for  the  Railroad  Administration.  The  improve- 
ment program,  and  even  expenditures  for  maintenance,  were 
perforce  reduced  to  a  minimum.  And  when  Congress  recon- 
vened, the  Director-General's  relatively  conservative  budget 
of  $1,200,000,000  was  cut  to  $750,000,000.  Both  Congress  and 
the  President  were  apparently  eager  to  return  the  roads  to 
private  management  with  the  least  possible  delay.  Under  these 
circumstaiKCs  it  was  not  the  function  of  the  Railroad  Admin- 
istration to  formulate  an  extensive  program  of  railroad  im- 
provement, nor  was  it  within  its  power  to  do  so.  The  success 
of  its  efforts  must  be  judged,  in  the  main,  with  reference  to 
war  needs.  From  this  standpoint,  in  view  of  the  physical 
imitations  upon  productive  capacity  during  the  year  1918  and 
the  financial  difficulties  encountered  during  the  follovnng  year, 

'Annual  Report  of  Diviiion  of  Capital  Expenditures  (or  1919.  pL  9, 
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th«  improvement  profn^m  of  th«  Railroad  Adminisi ration  may 
reasonably  be  declared  to  have  bc«n  sulliciently  extensive,  and 
wisely  directed. 


§6.    The  Labor  Policy  of  the  Administration 

We  have  now  considered,  successively,  the  record  of  the 
Railroad  Administration  with  respect  to  the  movement  of 
traffic,  the  cost  of  the  service  and  the  financial  results  of  the 
goveniment  effort,  and  the  effect  of  twenly-*ix  months  of 
public  operation  upon  the  condition  and  extent  of  railroad 
plant  and  equipment.  One  task  remains.  The  <^iicsii(jn  of  rail- 
road labor  constitutes  an  integral,  and  very  sigiiificaiil,  element 
in  the  railroa^  ])rnhlpm  In  the  course  of  the  war,  as  never 
before,  the  establishment  of  equitable  relationships  between 
the  railroad  managements  and  the  vast  army  of  railroad  work* 
ers  was  a  task  of  prime  importance.  The  success  with  which 
the  Railroad  Administration  performed  this  task  cannot  (as  In 
the  case  of  traffic,  efficiency,  rates,  wages,  economies,  deficits, 
maintenance,  and  improvements)  be  reduced  to  statistical  mea»*  I 
urcmenl ;  but  the  labor  policies  and  activities  of  the  Govern-  ■ 
ment  are  an  essential  part  of  the  record  and  must  receive 
consideration. 

Federal  railroad  control  was  ushered  in  with  ihe  memory 
of  the  discontent  and  ibe  power  of  labor,  as  they  had  mani- 
fested themselves  in  the  difficult  days  preceding  the  a<lopHon 
of  the  Adamson  Act  in  the  fall  of  IQ16.  still  fresh  in  the  minds 
of  every  one.  Moreover,  in  the  winter  of  1917,  when  public 
operation  became  necessary,  large  wage  demands  were  being 
vigorously  pressed  upon  the  carriers.  The  inability  of  the 
roads  10  meet  these  demands,  under  the  existing  rate  level, 
and  the  problematic  character  of  the  impending  consequences, 
because  of  the  real  hardships  suffered  by  railroad  labor  under 
the  burden  of  war  prices,  served  as  one  of  the  effective  causes 
of  Federal  Control.    The  formulation  of  a  labor  policy,  there- 


I 


I 


THE  RESULTS  OF  FEDERAL  CONTROL   175 

fore,  was  one  of  ttie  first  of  the  urgent  tasks  wlikli  confronted 
the  Railroad  Adtninistration. 

The  question  of  wages  was  of  the  greatest  immediate  im- 
portance. The  details  of  the  Administration's  wage  policy  have 
been  set  forth  in  earlier  pages ;  a  brief  historical  survey  of  the 
various  developments  will  serve  our  present  purpose.  As  soon 
as  the  Government  took  pos5e»sion  of  the  railroad  properties, 
the  Dircctor-Ckneral  announced  that  the  problem  of  adjusting 
the  compensation  of  railway  employees  would  rcceiv'c  immcdi- 
ate  attention,  and  that  such  wage  iiureases  as  might  be  deemed 
necessary  would  be  made  retroactive  to  the  beginning  of  the 
year  IQ18.  On  January  18.  the  Railroad  Wage  Commission, 
with  Secretary  Franklin  K.  I^ne  as  Chairman,  was  authorised 
to  investigate  the  wage  situation  and  submit  recommendations. 
On  the  basis  of  its  report,  presented  at  the  end  of  April,  the 
first  wage  order  of  the  Administration  was  issued  on  May  25. 
This  order  also  created  the  Board  of  Railroad  Wages  and 
Working  Conditions,  to  serve  a^  an  agency  for  adjusting  the 
various  complicated  wage  questions  not  adequately  disposed 
of  in  the  report  of  the  Lane  Commission  or  met  satisfactorily 
by  the  Administration's  initial  wage  increases.  Aa  a  residt  of 
the  recommendations  of  this  Board,  various  supplements  to  the 
original  order  were  issued,  so  that  cariy  in  1919  the  "war  cycle" 
of  wage  increases  liad  been  completed. 

But  the  demands  of  railroad  labor  had  not  been  fully  satis- 
fied. It  was  felt,  among  all  classes  of  employees,  that  the 
advances  were  not  proportionate  to  the  increase  in  tlve  cost  of 
living  and  that  railroad  wages  were  still  unduly  low  as  com- 
pared with  the  wage  level  prevailing  in  other  industries.  Rail- 
road walk-outs  were  threatening,  and  in  August  came  the  un- 
authorised strikes  among  the  shopmen  and  engine-house  men, 
embracing  about  200,000  emptoyees.  The  Government  refused 
to  consider  the  demands  of  the  strikers  until  they  had  returned 
to  their  places,  and  Uien  only  minor  adjustments  were  made, 
to  eliminate  inequalities  of  treatment.  The  major  problem  of 
farther  wage  increases  was  referred  to  the  President,  and  he. 
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"being  advised  that  the  demands  were  general  in  character 
and  that  similar  dematida  were  pending  for  practically  all 
classes  of  railroad  employees,  and  that  all  the  demands  con- 
templated pcrmatH'nt  increases  in  wages,  took  the  position  thai 
such  demands  ou^it  not  to  be  granted  pending  an  opportunity 
to  form  a  more  reliable  conclusion  as  lo  whether  the  then  level 
of  the  cost  of  living  could  be  regarded  as  reasonably  pemta- _ 
nent."  *•   There  was  no  noticeable  decline  in  commodity  prices  I 
during  the  months  following  the  President's  postponement  of  ~ 
the  wage  demands,  and  a  spirit  of  demoralizing  discontent  _ 
spread  through  the  ranks  of  railroad  labor.    And  when,  toward  | 
the  end  of  Federal  Control,  the  employees  again  made  earnest 
representations  that  their  demands  Ik  given  imme^Iiate  con- 
sideration, the  President  felt  compcllnl  to  deny  their  request 
on  account  of  the  impending  termination  of  government  con- 
trol   Upon  the  return  of  the  roads,  therefore,  large  wagc^ 
demands  were  outstanding,  as  they  had  been  at  the  time  of  ihe| 
assumption  of  Federal  Control,     It  may  be  added,  moreover, 
that  altliough  the  President  had  promised  that  he  would  expe- 
dite a  consideration  of  these  claims  upon  the  resumption  of 
private  operation,  no  dedsion  was  rendered  by  the  Railroad 
Labor  Board,  created  for  this  purpose  by  the  Esch-Cummins 
Act,  until  late  in  July,  igao,  when  the  unrest  among  the  em- 
ployees had  become  so  wide-spread  and  unmanageable  as  to 
threaten  complete  disruption  of  the  railroad  service. 

This  wage  policy  has  been  subject  to  diverse  and  conflicting 
interpretations.  In  some  quarters  it  has  been  regarded  as 
unduly  liberal,  and  as  involving  unnecessary  and  unwise  con- 
cessions to  the  mere  power  of  organized  labor.  This  view,  it 
is  believed,  fails  to  recognize  the  inherent  justice  of  the  <Ie- 
mands  of  the  railroad  employees.  Railroad  labor  was  uikjucs- 
tioiiably  underpaid  at  the  beginning  of  Federal  Control;  the 
findings  of  the  Lane  Commission,  based  on  a  large  mass  of 
first-hand  information,  must  be  accepted  as  conclusive.     The 

"Rqiort  to  the  Preiidcnt  (or  fourteen  nurntbi  ended  March  i,  r 
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fore,  was  one  of  the  lirst  of  the  urgent  tasks  which  confronted 
the  Railroad  Administration. 

The  question  of  wages  was  of  the  greatest  trnmediate  im- 
portance.  The  details  of  the  Administration's  wage  policy  have 
been  set  forth  in  earlier  pages;  a  brief  historical  survey  of  the 
various  developments  will  serve  our  present  purpose.  As  soon 
as  the  Government  took  possession  of  the  railroad  properties, 
the  Director-General  announced  that  the  problem  of  adjustinj* 
the  compensation  of  railway  empkiyees  would  receive  immedi- 
ate attention,  and  that  such  wage  increases  as  might  be  deemed 
necessary  would  be  made  retroactive  lo  the  beginning  of  the 
year  1918.  On  January  18,  the  Railroad  Wage  Commission, 
with  Secretary  Franklin  K.  LatK  as  Chairman,  was  authorized 
to  investigate  the  wage  situation  and  submit  recommendations. 
On  tlie  basis  of  its  report,  presented  at  the  end  of  April,  the 
first  wage  order  of  the  Administration  was  issued  on  May  25. 
This  order  also  created  the  Board  of  Railroad  Wages  and 
Working  Conditions,  to  serve  as  an  agency  for  adjusting  the 
various  complicated  wage  questions  not  adequately  disposed 
of  in  the  report  of  the  I^ane  Commission  or  met  satisfactorily 
by  the  Administration's  initial  wage  increases.  As  a  result  of 
:lic  recommendations  of  this  Board,  various  supplements  to  the 
original  order  were  issued,  so  that  early  in  1919  the  "war  cycle" 
of  wage  increases  had  been  completed. 

But  the  demands  of  railroad  labor  had  not  been  fully  satis- 
fied. It  was  felt,  among  all  classes  of  employees,  that  the 
advances  were  not  proportionate  to  the  increase  in  the  cost  of 
living  and  that  railroad  wages  were  still  unduly  low  as  com- 
pared with  the  wage  level  prevailing  in  other  industries.  Rail- 
road walk-outs  were  threatening,  and  in  August  came  tlie  un- 
authorized strikes  among  the  shopmen  and  engine-house  men. 
iCmbracing  about  200,000  employees.  The  Government  refused 
to  consider  the  demands  of  the  strikers  until  they  had  returned 
to  their  places,  and  then  only  minor  adjustments  were  made, 
to  eliminate  inequalities  of  treatment.  The  major  problem  of 
further  wage  increases  was  referred  to  the  President,  and  he, 
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thorizcd  strikes  was  the  outward  tnanikstation  of  thU  cleav- 
age. It  may  be  said,  however,  on  belialf  of  th«  Government, 
that  this  attitude  was  largely  detennincd  by  the  exif;cncie:>  of 
a  difficult  situation  rather  than  by  want  of  sympathy  with  the 
demands  of  the  railroad  emiiloyees.  Under  the  provistuns  of 
the  Federal  Control  Act  the  Prcsidciit  and  his  duly  appointed 
agents  were  explicitly  directed  to  administer  the  railroad  prop- 
erties for  the  purjiose  of  meeting  the  national  emergency  aris- 
ing out  of  war  conditions.  The  task  of  institutiii£  permanent 
adjuslmenis,  whether  as  to  rates  or  wages,  was  beyond  tlie 
sco{>c  of  the  authority  vested  in  them.  Congress,  with  the  sanc- 
tion of  tlic  executive,  and  nnt  the  President  or  the  Railroad 
Administration  alone,  could  projwrly  formulate  the  future  rail- 
road [Xilicy  of  the  Federal  Government.  The  eslublishment, 
by  executive  authority,  of  a  new  range  level,  to  he  permanently 
binding  upon  the  carriers  after  the  revloration  of  private  man- 
agement, wouM  have  substantially  molded  future  railroad 
policy.  The  subsequent  level  of  railroad  rates,  for  one  thing, 
was  directly  dc^ieiideni  upon  tlie  extent  of  the  wage  increases. 
"When,  therefore,  early  in  1919,  the  Congressional  hearings 
relative  to  the  extension  of  Federal  Control  disclosed  an  over- 
whelming national  sentiment  in  favor  of  the  immediate  restora- 
tion of  private  ntanagcmenl,  the  Government  had  little  chtMce 
but  to  maintain  the  status  quo  until  necessary  legislation  couM 
be  formulated.  It  is  creditable  to  the  Goventment  that  it 
withstood  the  temptation  of  gaining  the  favor  and  support  of 
two  million  railroad  employees — a  distinct  and  signilicant  ad- 
vantage in  the  political  combat  that  was  soon  to  follow — at  the 
expense  of  subverting  the  established  processes  for  the  expres- 
sion of  the  national  will.  The  wage  policy  of  the  Railroad 
Administration,  while  grounded  in  a  sympathetic  recognition 
of  the  just  demands  of  railroad  labor,  was  not  unmindful  of 
the  rights  of  the  carriers  and  the  interests  of  the  public 
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But  the  labor  policy  of  the  Administration  did  not  concern 
itself  exclusively  with  wages.     Elaborate  machinery  was  set 
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op  for  the  orderly  consideration  of  all  phases  of  labor  relation- 
ships. At  the  very  bcg^inning  of  I'edcral  Control  a  Division  of 
Labor  was  established.  The  Prcsi<irnt  of  the  Brotherhood  of 
Locomotive  Firemen  and  Engineincn  \sas  appointed  Director 
of  this  Division,  exercising  autliority  coordinate  with  that  of 
the  directors  of  the  other  divisions  created  by  the  Railroad 
Administration.  He  received  the  compbints  of  the  men  in  the 
first  instance,  and  settled  such  complaints  a.<i  were  suhmilted  by 
unorganized  groups.  Under  the  jurisdiction  of  the  Division 
of  Labor  a  large  field  force  was  organized  for  the  investigation 
of  working  conditions.  Because  of  the  ^rcat  increase  in  the 
number  of  women  workers  on  the  railroads  resulting  from  the 
shortage  of  man-power  (the  number  increased  from  31,400 
on  January  i,  1918.  to  101,785  on  October  1,  1918,  and  still 
aggregated  81,803  o"  October  i,  1919).  a  Women's  Service 
Section  was  created,  for  the  investigation  and  improvement  of 
w-orking  conditions  especially  applicable  to  women  employees. 
It  may  be  noted  also,  in  this  connection,  that  the  wages  of 
women,  when  engaged  in  the  same  class  of  work  as  men,  were 
adjusted  on  the  same  basis  as  those  of  men.  In  addition  to  the 
Railroad  Wage  Commission  and  the  Board  of  Railroad  Wages 
and  Working  Conditions  already  referred  to,  three  Boards  of 
Adjustment  were  organized,  to  consider  and  settle  such  griev- 
ances of  the  railroad  employees  as  could  not  be  adjusted  by 
local  representatives  of  tlie  carriers  and  representatives  of  the 
railroad  workers.  And  tlic  Director-General  himself  exercised 
a  considerable  measure  of  direct  authority  in  the  concrete  de- 
velopment of  the  Administration's  labor  policy.  Through  the 
F'romu^tion  of  general  orders,  regulations  were  established 
and  standards  of  working  conditions  were  defined,  to  super- 
sede, in  some  cases,  those  that  had  pre\'3iled  prior  to  Federal 
Control,  and  to  constitute,  in  the  numerous  cas»s  where  no 
such  regulations  and  standards  had  existed,  the  basis  for  de- 
termining reasonable  conditions  of  employment.  The  Director- 
General  also  reserved  to  himself  power  to  interpret  the  wage 
orders,  retained  final  jurisdiction  in  cases  investigated  by  the 
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Board  of  Railroad  Wages  and  Working  Conditions,  and  cxcr- 
ctKcd  ultimate  judgmcni  in  appeals  from  decisions  of  the 
Adjustment  Boards.  '■ 

By  means  of  ihcMr  agencies,  the  Railroad  Adminittration 
sought  "to  s«ure  the  participation  of  the  representatives  of 
tabor  in  matters  affecting  its  interests,  and  to  endeavor  to  act 
with  justice  toward  labor  and  with  appreciation  of  (he  per- 
fectly natural  and  proper  point  of  view  of  labor."  "  The  vari- 
ous boards  thus  created  were  all  bi-parlizan  bodies.  Both  thefl 
Board  of  Railroad  Wages  and  Working  Conditions  and  the 
three  Adjustment  iioards  were  composed  of  an  equal  number 
of  representatives  of  the  management  and  of  the  metu  In  the 
creation  of  ibe  Boards  of  Adjiislmeiit  the  principle  of  col- 
lective bargaining  was  frankly  recognized;  these  boards  were 
the  resuh  of  aBTCcmcnt  between  representatives  of  organized! 
labor  and  the  regional  directors  of  the  Railroad  Admitii^tra- 
tion.  In  like  manner,  the  national  agreements  entered  into 
between  the  Director-General  and  certain  organizations  of  the 
railroad  employees,  defining  working  conditions  and  providing 
against  strikes  without  prior  resort  to  the  established  machin- 
ery of  adjustmcnl,  served  as  a  clear  manifestation  of  the 
acceptance  by  the  Govenmient  of  llw  principle  of  collective 
bai^ining.  But  no  discrimination  was  shown  against  the 
unaffiliated  employees.  The  policy  enunciated  early  in  1918 
that  "no  dijcrimmation  will  be  made  in  the  emplo>*ment,  reten- 
tion, or  conditions  of  employment  of  employees  because  of 
membership  or  nonmcmbcrshtp  in  labor  organizations"  *'  was 
scrupulously  and  convisitntly  exeaited  throughout  the  hfc  of 
the  Railroad  Administration.  Such  empk>ye«  as  were  not 
members  of  the  labor  organizations  were  not  deprived  of  thefl 
right  to  be  represented  by  the  officers  of  these  organizations  in  ■ 
the  presentation  of  grievances  before  the  Boards  of  Adjust- 
ment. G>ttpled  with  ilie  reco^ition  of  the  principle  of  labor 
representation   in  matters  affecting  the  interests  of  the  em- 

**  Report   to  titc   PraideM   for  fourteen  months  ended   March   I, 
i0aa  p.  14. 
*  Genera]  Order  Na  & 
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ptoyees,  the  acceptance  of  collective  bargaining,  and  the  main- 
tenance of  the  "open  shop,"  was  the  establishment  of  the  eight- 
hour  day  as  a  general  polic>'  of  the  Railroad  Administration. 
In  so  far  as  ihc  technical  exigencies  of  operation  and  the  pres- 
sure of  war  necessity  would  permit,  the  eight-hour  day  was 
made  effective.  It  is  this  fact  that  accounts  for  the  increase  in 
the  number  of  employees  during  Federal  Control,  and  is  the 
basis  of  the  charge  that  the  number  of  "jobs"  was  multiplied 
and  the  railroad  pay-roll  overloaded.  There  is  no  evidence  in 
support  of  the  claim  that  the  railroad  staff  was  increased  be- 
cause of  political  considerations.  Railroad  employees  were 
selected,  for  the  most  part,  by  local  officers  of  the  carriers  who 
lad  exercised  this  function  prior  to  Federal  Control,  and  the 
authority  and  influence  of  the  Railroad  Administration  were 
directed  toward  the  prevention  of  unnecessary  employment. 
Hence  tire  total  number  of  hours  of  work  paid  for,  because  of 
the  general  prevalence  of  the  eight'hour  day.  was  smaller  in 
igi9  than  it  had  been  in  tgi6,  toi7.  or  1918,  in  spite  of  the  in- 
crease in  the  number  of  employees ;  and  the  number  of  hours  of 
work  jiaid  for,  in  t(>l8  as  well  as  in  1919.  was  smaller  in  pro* 
portion  to  the  IrafTic  burden  than  in  either  of  the  two  years 
preceding  Federal  Control." 

As  a  result  of  these  policies,  the  relationship  between  the 
railroad  managements  and  the  railroad  employees  durii^  the 
period  of  Federal  Control  was  much  more  satisfactory  than  it 
had  been  in  recent  >'ears.  Railroad  labor  received  reasonable 
protection  against  arbitrary  adjustments  in  working  conditions 
and  irritating  practices  in  matters  of  discipline,  and  in  return 
evinced  a  very  gratifying  measure  of  loyally  and  coSperation. 
The  orderly  and  prompt  settlement  of  grievances  submitled  to 
the  various  Boards  of  Adjustment  was  but  a  concrete  mani- 
festation of  the  cooperative  spirit  that  prevailed.  In  only  a 
negligible  number  of  the  several  thousand  cases  that  fell  within 
the  jurisdiction  of  these  bodies  did  the  representatives  of  the 

"The  (olIowiiiK  tafale.  [ram  the  6na1  report  of  Director-General  Hioea 
(fL  91).  pmtnta  in  detail  the  oulsianciiriK  facts  with  regard  to  the 
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each  I 


carriers  and  the  representatives  of  the  employees  fait  to  reach 
agreement :  and  on  some  of  the  largest  and  strongest  roads  all 
grievances  were  rcino\'ed  and  all  disputes  were  settled  through 
direct  negotiation  between  the  management  and  tlic  men,  with- 
out the  necessity  of  submitting  a  single  case  to  the  various 
IWrds  of  Adjustment.  Hence,  too,  there  were  no  authorized 
strikes  among  railroad  worVr^i  AuAnfr  thr  nilirr  p^"-^  "*' 
Federal  Control.  The  unatilhorizcd  strikes  were  due  in  part 
to  the  irritation  resnlling  from  the  repeated  postponement  of 
wage  demands,  and  in  some  measure  to  the  newness  of  the 
machinery  established  by  the  Railroad  Administration  for  the 
settlement  of  labor  disputes.    On  the  whole,  the  hbor  policy 

number  of  employws  and  the  iiumbeT  of  hours  of  work  actuutly  jiaid 
for  duriiiK  1418  aiid  ivm,  at  comtMfcd  wilh  thu  Hluation  in  the  two 
pTfCMlirig  >ran:  , 
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Noti!  The  tfflu  vorbcd  for  aboui  11  Vf  "^  »'  t*!*  riBplsxvn  in  r«part«d 
tm  ■  dkll^  batl*  Ukd  in  order  lo  n[iiitr  Ihcx  tltr*  is  houn.  il  hu  liccs  cMuoitnl 
tbit  Ibrx  rnipliiTfH  harr  mrked  on  th«  mttte  in  hoori  r«r  day  fot  Ptch  •! 
the  ycafi  tairrcJ  bjr  ibc  taMe.  A*  *  amlier  «(  fact  Ihc  bovra  p«T  d>]r  of  Mm* 
€<  ibcw  rmplorrtt  rnBn1r>J  on  ■  dally  hui*  mt*  IcH  in  i«i«  tban  In  prtvloaj 
ynr>  I'n  Bdoual  al  (he  ntabliabmrnl  cf  Ihr  S'hour  day.  bul  In  Iha  ibiuiir*  of 
tecUTaic  tiallttln.  all  haTr  b«n  tmumrd  tn  wntk  in  Iwnr*  |kt  ibr  <n  id'q  ai 
mil  ■>  tn  ibt  prETioua  rtaia.  Ihu*  msliinK  ibv  altuirinM  aliabtljr  Itia  favorable 
to  i«to  than  it  woidd  be  if  Ihc  tiaci  tioiu*  oDrbcd  by  dallT  cnplOTm  aira 
•nllable. 


THE  RESULTS  OF  FEDERAL  CONTROL   183 

of  the  Railroad  AdministTation  was  an  important  factor  in 
enabling  the  Government  lo  meet  adequately  the  war  emer- 
gency of  1918,  and  to  steer  the  transportation  system  safely 
tfarough  the  many  months  of  imrcst  and  a^tation  tliat  followed 
the  armistice,  and  it  constitutes,  as  will  appear  later,  a  positive 
contribution  toward  the  elements  essential  for  permanent  ad- 
justment of  the  railroad  labor  problem. 

Federal  railroad  control,  then,  a<;^'ompliytif^<  vry  i-r^;if,hXY 
the  ptirposff  ffir  whirh  jr  wac  in.i.iii»i«l  In  the  face  of  un- 
precedented difficulties,  essential  traffic,  whether  purely  mili- 
tary or  industrial,  was  movrrt  ^iiryi-g<ifiilltf-  nni]  PvppHiti™iBly 
with  a  scrupiiloiis  anil  inlellj^t-iii  rcrarij  (<,ir  tv^li^)n^l  mil;^-  re- 
strictions upon  less  urgent  movement  and  communication  were 
no  greater  than  the  cxiKcncics  of  the  situation  demanded ;  the 
cost  at  which  this  traffic  was  moved,  in  spile  of  the  alleged 
extravagance  of  the  wage  increases  and  the  magnitude  of  the 
financial  deficits,  was  decidedly  reasonable ;  there  was  no  fla- 
grant neglect  of  railroad  plant  and  equipment,  and  a  measur- 
able program  of  improvements  was  formulated  and  executed ; 
and  for  the  first  time  the  interests  of  labor  in  the  conduct  of 
railroad  transportation  were  accorded  due  recognition,  result- 
iag  in  greater  justice  for  the  railroad  employees  and  greater 
stability  for  the  transportation  service.  Aside  from  the  ac- 
complishment of  war  purjioscs,  the  advantages  and  disadvan- 
Liges  of  Federal  Control  were  indirect  and  incidental.  Their 
influence  upon  the  permanent  solution  of  the  railroad  problem 
will  be  considered  in  subsequent  chapters,  in  connection  with 
the  essentials  of  reconstructive  policy  and  the  elements  of  the 
railroad  adjustment  that  followed  the  termination  of  Federal 
CootroL 


PART  II 
THE  ESSENTIALS  OF!  RECONSTRUCTIVE  POLICY 


CHAPTER  VI 


TUB  QUESTION   OF  R-MUtOAD  NATIONALIZATION 


The  ftignutg  of  the  armistice,  less  Ihan  a  year  after  the  as- 
sumption of  federal  railroad  control,  foreshadowed  tlie  speedy 
lermiiiation  of  the  war  emergency  and  directed  attention  to 
llie  formulation  of  permanent  railroad  policy.  On  December 
!l,  1918— one  month  after  the  cessation  of  hostilities — Di- 
rector-General McAdoo  submitted  his  proposal  for  the  exten- 
sion of  Federal  Control,  and  early  in  January  formal  hearings 
were  instituted  by  the  Senate  Committee  on  Interstate  Com- 
merce for  the  consideration  of  plans  for  the  solution  of  the 
railroad  jiroblcm.  Although  it  soon  became  apparent,  as  the 
hearings  progprrssed  and  public  opinion  begin  to  bq  articu- 
lated, that  the  resumption  of  private  management,  with  the 
least  possible  delay,  constituted  the  most  clcarly-dclincd  man- 
date of  the  people,  the  alternative  of  permanent  nationaliwi- 
lion  of  the  railroadu  could  not  be  eliminated  without  at  least 
a  formal  consideration  of  its  advantages  and  disadvantages. 
The  dramatic  circumstances  of  the  war  aroused  a  deep-rooted 
and  wide-spread  demand  for  the  adoption  of  a  constructive 
railroad  jwlicy  in  iilace  of  the  makeshift  changes  that  had 
marked  the  historical  development  of  railroad  rcgulAtion. 
Since  our  traditional  system  of  private  management  unilcr  gov- 
ernmental su[>«:rvision  had  failed  to  produce  an  adequate  trans- 
portation service  and  a  satisfactory  adjustment  between  the 
riglits  of  the  carriers  and  tlic  interests  of  the  public,  the  sub- 
Mitution  of  public  ownership  and  operation  naturally  suggested 
itself  as  the  most  thorough-going  expedient  of  reconstructive 
policy.    Moreover,  the  fact  that  the  railroads  were  being  op- 
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crated  by  tlie  Covcrnment  when  the  question  of  their  future 
status  presented  itself  for  settlement  necessarily  raised  the 
problem  of  the  significance  of  tlie  war  experience  in  the  enact- 
ment of  permanent  railroad  l^slation.  And  the  further  fact 
that  the  railroad  brotherhoods  and  organized  labor  as  a  whole 
vigorously  opposed  the  resumption  of  private  management, 
made  public  owTiership  and  operation  a  possible  solution  of 
immediate  practical  importance,  instead  of  pcrmittinj;  it  lo 
remain  a  matter  of  remote  academic  interest.  In  our  analysis 
of  the  essential  of  reconstructive  policy,  therefore,  wc  shall 
first  consider  the  question  of  railroad  nattonaluatioa 


%i.    The  Purposes  of  Nationalisation 

It  is  necessary-  at  the  outset  to  ascertain  the  essential  pur- 
poses which  a  policy  of  natinnalization  aims  to  achieve;  and  a 
brief  preliminary  consideration  of  the  kadtng  types  of  public 
railroad  control  will  help  lo  clarify  the  meaning  of  nationaliza- 
tion and  the  character  of  its  purposes. 

First,  there  was  the  possibility  of  continuing  the  method  of 
the  war  administration  of  the  milroads — private  ownership 
and  unified  operation  by  the  Government.  This  tj-pe  of  control 
had  been  expressly  resorted  to  as  an  emergency  measure  and 
found  few  advocates  as  a  permanent  policj*.  The  proposal  of 
the  Railroad  Administration  for  a  five-year  extension  of  Fed- 
eral Control  was  advanced  as  a  transitional  and  not  as  a  per- 
manent method  of  settlement.  The  t^itrvlfnt  nf  nM.nfr<\^',^  gpn 
admittedly  {^t;  ^sttnM  ^f}^  successfully  by  the  Govemmen.t 
than  by  private  capital;  the  opposition  lo  nationalization 
springs  p'-''n(ir''V  ^''"^  '*"•  U^r  of  wl>|^^pl  ani|  ipi-fflrifn[ 
govemnn'»tal  njwrni  itm  Xo  specLil  advantage  could  accrue, 
therefore,  from  private  ownership  and  public  operation.  Such 
a  policy  would  constitute  but  a  half-way  measure  toward 
nationalization.  If  the  principle  of  direct  public  administra- 
tion were  once  accepted,  the  assumption  of  government  owner- 
ship and  its  iiKidents  would  naturally  follow.     The  present 
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owners  of  the  fx>ads  would  receive  corapensalion  in  the  form 
of  interest  on  government  bonds  in  place  of  a  guaranteed  re- 
turn on  their  own  securities.  Moreover,  it  is  quest ionablc 
whether  the  adjustment  relied  upon  during  the  war  emergency 
coald  be  legally  continued  for  an  indefinite  period,  in  view  of 
the  const itutitmal  .tafcguards  against  confiscation,  without  the 
consent  of  the  roads.  The  standard  return  under  Federal 
Control  was  but  the  acceptance  of  the  rental  value  of  the  rail- 
road properties  as  the  contractual  measure  of  damages  in- 
volved in  government  managcnictit ;  if  public  operation  were 
to  continue  for  an  indefinite  period  of  time,  the  measure  of 
damages  would  probably  be  held  to  be  equal  to  ihc  purchase 
price  of  tlie  roads.  Under  such  conditions  this  policy  would 
be  tantamount  to  public  ownership  and  operation. 

A  second  alternative — the  converse  of  the  first  policy — was 
(he  possible  resort  to  public  oMiicrship  and  private  operation. 
This  policy  has  frequently  been  followed  in  foreign  countries, 
where  governments  have  built  or  acquired  transportation  sys- 
tems and  have  subsequently  found  the  tasks  of  actual  opera- 
tion unsuited  to  public  inanagcniciit.  The  experience  of  Italy. 
Belgium,  and  Holland  illustrates  tlie  circumstances  which  have 
led  to  the  ado|>tion  of  this  type  of  public  railroad  control.' 
Tliis  [)olicy  of  public  ownership  and  private  operation  need 
receive  no  elaborate  consideration,  because  it  does  not  present 
a  solution  that  grows  out  of  the  essential  characteristics  of  the 
American  railroad  situation,  and  because  it  is  not  calculated 
to  eliminate  the  acknowledged  defects  of  our  transportation 
sjstcm.  With  the  roads  privately  owned,  widi  the  purchase 
value  of  the  railroad  properties  generally  estimated  to  ap- 
proach twent>'  billions  of  dolhrs,  and  with  the  chief  purpose 
of  public  control  directed  to  the  creation  of  a  national  trans- 
portation system,  the  mere  acquisition  of  railroad  ownership 
by  the  Government  would  involve  the  assumption  of  a  great 
financial   burden   without  necessarily   removing  the  cssenlial 

'C/.  W.  M.  Acwortli,  Hirlorieat  SteUh  of  Gowrnmenl  Oumerskip 
of  Roihoadt  I'a  Portign  CauMfut.  pp.  3,  14,  18,  62. 
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drawbacks  of  competitive  private  manAgement.  The  proposal 
of  a  single  operating  company,  siigi^cstcd  in  llic  Plumh  Plan 
espoused  hy  the  railroad  brolhcrhoods,  corresponds  nominally 
to  tills  policy  of  public  ownership  and  private  operation.  But 
the  details  of  the  plan,  u-liicli  will  be  subjected  to  fuller  analy- 
sis in  subsequent  piiges.  indicate  but  a  format  correspondence 
between  Ihese  two  policies.  For  all  practical  purposes  the 
Plumb  Plant  because  of  the  dominant  control  of  the  public  , 
authorities  and  the  effective  ehmination  of  (he  stimulus  of  pri-  fl 
vatc  profit,  would  involve  in  its  essence  the  acccptatKC  of  a  " 
special  form  of  direct  operation  by  the  Government ;  and  hence 
is  not  genuinely  representative  of  the  particular  type  of  pub- 
lic control  now  under  consideration.  In  European  experience 
the  prevalent  practice  has  been  to  lease  the  roads  to  two  or 
more  competing  companies  organized  for  proAt,  and  reliance 
has  been  placed  upon  the  force  of  competition,  in  large  meas- 
ure, to  safeguard  the  public  interest.  Because  of  the  vastness 
and  complexity  of  our  railway  net,  and  because  of  the  widcly- 
recogniied  evils  that  spring  (mm  railroad  competition,  such 
an  arrangement  is  manifestly  unsuitcd  to  American  conditions. 
It  is  an  adjustment  acceptable  neither  to  the  advocates  of 
public  ownership  nor  lo  the  supporters  of  private  management. 
Public  ownership  and  private  operation  has  not  been  seriously 
urged  in  this  countrj'  as  a  solution  of  the  railroad  pr^Iem. 

TTiere  rcniaincd,  tlicrcforc,  cither  the  restoration  of  private 
management,  under  a  reconstructed  system  of  govemmenl 
regulation,  or  the  complete  nalionali^i.ition  of  the  railroads, 
through  the  adoption  of  public  ownership  and  operation.  We 
arc  concerned,  at  this  juncture,  with  the  relative  merits  of 
these  two  typfs  of  public  control;  Ilie  specific  details  of  par- 
ticular plans  and  measures  will  receive  coasideratioii  else* 
where.  And  the  basic  fact  concemit^  railroad  nationaliza- 
tion as  it  is  conunoiily  advocated — through  the  recognition  of 
which  fact  both  its  advantages  and  its  disadvantages  can  he 
the  more  intelligently  and  tlic  more  truly  assessed — is  that  it 
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is  directed  to  the  achievement  of  the  same  [mrpoaea  as  the 
lio\icy  of  railroad  reflation. 

Nationalisation  has  frequently  been  regar<1ed  as  a  philo- 
sophic doctrine  or  a  poliliad  ideal.  Government  ownership  of 
railroadu  has  been  looked  upon  as  an  important  step  toward 
the  realization  o(  a  Rcncral  proRram  of  collective  economic  en- 
terprise, and  hence  as  dcsimblc  or  undesirable  per  se.  Such  a 
conception  of  public  ownership  reflects  a  confusion  of  ideas; 
it  fails  to  recognize  the  difference  between  the  goal  to  be 
reached  and  the  machinery  for  its  attainment.  The  end  of 
all  economic  activity  is  to  supply  human  wants.  In  order 
that  these  wants  may  be  satiuficd  as  fully,  as  freely,  and  as 
justly  as  possible,  in  view  of  the  orgatiic  nature  of  society  3n<l 
the  complc^tities  of  modern  life,  a  variety  of  methods  of 
social  control  have  emerged  in  practice  and  have  been  sanc- 
tioned or  created  by  hw  for  the  jiroinotion  of  the  [>ublic  in- 
terest under  varying  circumstances  and  conditions.  Private 
competition,  public  regulation,  and  collective  enterprise  arc 
all  instrumentalities  of  social  control  over  indusirL-il  action. 
The  desirability  and  effectiveness  of  each  of  tliesc  policies 
must  be  judged  hy  the  results  which  it  tends  to  achieve.  Kvery 
agency  which  stimulates  productive  efficiency  and  makc$  pos- 
sible an  equitable  distribution  of  economic  output  is  a  desir- 
able and  effective  instrumentality.  The  primary  justification 
for  the  continuance  of  existing  economic  institutions  must  be 
based  on  the  assumption  that  they  function  satisfactorily 
from  these  standpoints;  and  proposals  for  change  or  reform 
should  receive  public  approval  only  if  they  are  calculated  to 
render  production  more  efficient  and  distribution  more  equi- 
table. In  the  railroad  industry,  the  experience  of  almost  a 
ceniury  has  established  the  futility  of  competition  as  an  agency 
of  social  control.  It  is  not  only  incapable,  in  the  long  run.  of 
providing  adequate  service  at  reasonable  charijes,  but  it  leads 
to  rale  fluctuations  and  discnininnlory  practices  that  are  no 
less  harmful  than  the  normal  results  of  the  exercise  of  un- 


THE  AMERICAN  RAILROAD 

restricted  monopoly  power.  Public  recognition  of  the  peculiar 
nature  of  railroad  compciition  and  of  the  monopolistic  char- 
acter of  the  railroad  industry  led  to  the  policy  of  regulation. 
Because  the  syntem  of  regulation  failed  to  iiarmonize  con- 
stnictivcly  the  rights  of  the  carriers  and  the  interests  of  the 
public,  the  alternative  of  nationalization  came  to  be  ad^nocated 
as  an  instrument  of  social  control.  The  objective  in  all  these 
eases  is  the  same.  The  choice  between  reconstructing  the 
ixilicy  of  regulation  or  instituting  railroad  nationalization  must 
be  determined  by  practical  considerations.  It  ts  a  question  of 
adjusting  the  means  to  the  end.  And  it  becomes  evident,  there- 
fore, that  public  ownership  and  operation  is  not  an  ideal  but 
an  idea,  nol  a  philosophy  but  an  expedient,  not  a  goal  in  itself 
but  an  instrument  for  its  achicvcmenL 

Under  jniLIic  ownership  and  operation,  as  under  the  estab- 
lished system  of  private  management  and  govcrmnent  regula- 
tion, the  tians^portation  service  would  be  rendered  for  a  price 
—on  a  quid  pro  que  basis.  It  is  not  the  purpose  of  nationaliwi- 
tkin  to  prcn-ide  facilities  for  the  movement  of  persons  and  the 
carriage  of  goods  freely,  the  cost  of  the  service  to  be  covered 
through  general  taxation.  Transportation  is  nol  conceived  as  M 
a  function  of  the  state  similar  in  character  to  its  duty  to  ' 
afford  protection  to  persons  and  property,  or  its  obligation 
to  furnish  educational  opportunities  for  its  citizens,  the  bur- 
den to  be  borne  by  the  community  as  a  whole.  The  demand 
for  t\ational>zation  is  not  motivated  by  such  a  desire,  and  the 
specific  proposals  for  nationalization  do  not  contemplate  such 
an  adjustment.  It  is  merely  intended,  under  public  ownership, 
that  the  cost  nf  the  service,  to  the  nation  and  to  the  individual, 
shall  be  reduced  to  the  lowest  possible  level,  and  that  the  rate 
structure,  as  between  different  persons,  industries,  and  locali-  _ 
ties,  shall  be  so  adjusted  as  to  serve,  primarily,  public  rather  f 
than  private  ends.  The  socialization  of  rates  rather  than  the 
elimination  of  specific  charges  for  specific  services  is  the  ob- 
jective. It  may  well  be  that  this  purpose  can  be  more  ade- 
quately achie^-ed  through  a  nationalized  railroad  system  than 
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under  private  managfincnt  or^nized  for  profit.  Bat  rcgula- 
lion,  no  itss  than  nationalization,  aims  to  accomplish  this 
end.  The  acceptance  of  one  or  the  other  of  these  policies  in- 
TOlves  a  choice  between  two  expedients  rather  than  a  decision 
between  two  ideals. 

Nor,  on  the  other  hand,  does  nationalization  of  the  rail- 
roads 6cck  to  establish  a  state  enterprise  for  [Miblic  profit.  Its 
advocates  have  no  desire  to  transform  the  business  of  railroatl 
transportation  into  a  fiscal  monopolj-.  The  effect  of  natitra- 
alization  upon  public  finance  would  be  indirect  and  incidental : 
it  would  manifest  itself,  in  the  first  instance,  through  an  in- 
crease of  the  national  debt  as  a  resuh  of  the  purchase  of  ihc 
roads,  and  subsequently  through  a  decrease  in  public  revenue 
as  a  result  of  the  reduction  of  taxable  property.  No  major 
political  end  is  to  be  served  by  public  ownership.  The  demand 
for  railroad  nationalization  is  not  grounded  in  the  need  of 
increasing  public  income  or  changing  the  sources  of  govern- 
mental revenue;  nor  has  it  arisen,  as  has  frequently  been  the 
case  in  foreign  experience,  because  of  the  desire  to  secure 
military  advantage,  or  to  prevent  industrial  domination  by 
foreign  capital,  or  to  unify  newly  federated  or  disintegrating 
states. 

"whe  primary  and  dominant  purpose  of  public  ownership,  as 
of  government  regulation,  is  to  produce  the  best  and  cheapest 
possible  transportation  service,  rendered  in  the  interest  of  the 
larger  social  welfarcj  The  desirability  of  nationalization  must 
depend  upon  whether  it  would  tend  to  improve  the  service, 
tower  costs,  produce  greater  efficiency',  stimulate  more  pro- 
gressu-e  management,  lead  to  a  more  equitable  adjustment  of 
conflicting  interests,  make  possible  a  more  desirable  develop- 
ment of  the  character  and  direction  of  economic  activity — In 
short,  whether  it  would  result  in  a  better  transportation  system 
than  is  possible  under  private  owners.hip  and  administration, 
even  when  reinforced  by  a  constructive  policy  of  government 
regulation. 
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§.*.    The  AdvUHlagrs  and  Pisadi'anlagfs  of  Nationaiutulion 

If  comparative  data,  not  vitiated  by  cssaitial  diflcrcnces  in 
the  conditions  they  arc  doigitcd  to  reflect,  were  available,  ibe 
stalifiticul  nR'thod  wouli]  jirovidc  the  most  convincing  evidence 
of  the  relative  advantages  and  disadvantages  of  public  and 
private  operation.  For  this  (>uq)0«;,  in  the  absence  of  Ameri- 
can experience  with  Iwtb  systems,  the  rcsuhs  of  foreign  ex- 
perience arc  often  exhibited  by  both  the  advocates  and  the 
opponents  of  nalionalization.  Freight  rates  and  passenger 
charges  arc  annly/cd  and  compared,  the  rcl-ilive  rxtent  and 
quality  of  liic  scr\-ice  are  tested  by  standards  of  efficiency  and 
figures  of  performance,  and  the  financial  results  of  the  pn- 
valely-owned  syslems  of  transportation  and  of  tlie  state  rjil- 
ways  are  "pmnicd  to  with  pride,"  or  "viewed  with  alarm." 
It  is  significant  that  the  same  cwmtries  arc  frequently  cited 
as  evidence  of  both  the  "success"  and  the  "failure"  of  public 
ownership.'  In  MMnc  measure  the  difHeulty  arises  from  the 
fact  that  the  figures  themselves  art  not  strictly  comparable. 
In  the  latest  available  compSbtion  of  comparative  railway  sta- 
tistics for  the  United  States  and  foreign  countries  the  student 
is  expressly  cautioned  that  "It  would  l>c  an  impossible  task  so 
to  labubtc  and  adjust  the  railwiiy  statistics  of  a  number -of 
countries — differing  from  each  olhcr  in  so  many  reipcets — as 
to  place  tlicm  on  a  strictly  comparable  basis.  Every  attempt 
to  present  a  com]i;irison  between  statistics  of  different  coun- 
tries encounters  practically  insuperable  obstacles.  These 
spring  from  differences  in  classification  of  data,  in  the  com- 
position of  accounts,  and  in  the  organtTation  and  character  of 
railway  service."*  Hut  mttch  more  fundamental  than  these 
technical  obstacles  arc  the  difllicuhies  of  mterprctalion.    There 

'Cf.  S.  O.  Dunn.  Govfrnmenl  Otvnfrship  of  Raittvayt:  W.  M.  Ac- 
worlh,  of-,  eil.;  and  sutcmeni  o(  Albert  M.  TotW,  Prctidccil  of  Public 
Ovotrthip  League  o(  America,  in  Senile  Hearinm.  pp.  1326-1,167. 

'  Comfaralitt  Raihowip  StalUtits.  Uitiled  Slaus  and  foreim  Coun- 
triei.  IQ16:  Bareau  of  Railway  Economict,  Bollctifl  ConMCUtiTc  No. 
170,  tgao. 
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is  such  ^eat  diversity  in  the  extent  and  character  of  the  var- 
ious railroad  systems,  a»  well  as  in  the  social,  economic,  and 
political  conditions  which  conslituic  the  environment  in  which 
tliey  function,  that  it  is  entirely  unsafe  to  assimic  that  the  re- 
sults in  one  country,  however  favorable,  can  necessarily  be 
duplicated  in  another,  or  that  failure  will  inevilably  attend 
e\ery  project  of  railroad  nationalization  l>ccausc  of  its  unfav- 
orable outcome  under  particular  circumstances  and  conditions. 

The  vitiating  influences  are  especially  numerous  and  strong; 
when  the  experience  of  foreign  state  railways  is  presented  in 
support  of  or -in  opposition  to  the  nationalisation  of  the  Ameri- 
can railroad  net.  In  n>!6  (the  latent  date  for  which  complete 
comparative  statistics  arc  available)  there  were  almost  260,000 
miles  of  line  in  the  United  States.  This  mileage  wss  consid- 
eralily  in  excess  of  the  railway  mileage  of  all  the  countries  of 
Europe  combined,  constituted  more  than  40  per  cent,  of  the 
total  railway  mileage  (dyffxio)  of  the  thirty  leading  countries 
(having  about  seven-eighths  of  the  total  railway  mileage  of  the 
world)  for  which  statistics  are  included,  and  was  greater  by 
about  30,000  miles  than  the  aggregate  publicly-owned  mileage 
of  the  twenty-seven  of  these  thirty  countries  having  state  rail- 
way systems.*  It  is  apparent  that  the  mere  magnitude  oi  the 
problem  of  nattonalii^alion,  both  by  way  of  initial  financing  and 
subsequent  administration,  is  incomparably  greater  in  the 
United  States  than  in  any  foreign  state. 

But  there  are  also  fundamental  operating  difltcrcnces  that 
must  exert  a  direct  influence  upon  rates,  service,  and  tinancial 
results.  In  comparing  American  railroad  conditions  with 
those  of  European  countries  having  national  railway  systems, 
it  is  to  be  noted,  for  example,  that  while  the  number  of  miles 
of  line  oi>erated  per  100  square  miles  of  area  was  S.7,1  m  the 
United  States,  it  was  10.52  in  Italy.  2.'i.i2  in  Switzerland,  26. 

'Hie  slate  railway  mi1<^aitc  of  tlic  Europrsn  countries  was  as  iol- 
tows;  Austria  (in  ipi,1>.  11,087;  Dclgium  {in  1013).  3.711:  Bulnarix 
(in  ipi4),  2.9.W:  Dciim*rk  (in  iQTS).  1,305;  France  (in  I9'3).  sAf! 
CajBAny.  S'.SiB;  Holland  (in  i9>r).  '.i^a?;  Italy. 8.526;  Norway.  IJ684; 
KuMis.  37^00:  Sweden  (m  I9i5>.  3.WS:  >iid  SwiUcrland,  3.537, 
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39  in  Gerninny,  .-iiid  4843  in  Be^um  (in  1913).  On  the  ether 
hand,  the  number  of  miles  operated  per  10,000  population  was 
25.37  in  the  United  States,  and  only  3.25  in  Italy,  9,07  in 
SwitierUnd,  8.26  in  Gcnnany,  and  7.27  in  Belgium  (in  1913). 
Facts  of  this  cliaracter  reflect  wide  divergencies  in  length  of 
hauls  and  density  of  traffic,  and  reveal  one  important  source 
of  differences  in  the  level  of  railroad  rates  and  in  the  quality 
of  transportation  ser^-ice.  It  is  to  be  noted  also  that  while 
die  property  investment  per  mile  of  line  was  $77,953  in  the 
United  States,  it  varied  from  $25,004  per  mile  of  line  for  the 
slate  railways  of  Western  Australia  to  $274,027  {tn  1913)  (or 
the  private  mileage  of  the  United  Kingdom.  The  capital  per 
mile  of  line  in  practically  all  of  the  European  stales  having 
national  railway  systems  was  very  substantially  in  excess  of 
that  prevailing  in  the  United  States — being  $122,054  in  Atts> 
(ria  (in  1913).  $196,027  in  Belgium  (in  1913).  $147^38  id 
France  (in  1913),  $127,351  in  Germany,  $84,807  tn  Russia  (in 
1911),  $137,772  in  Switzerland.  These  vari.ations  are  tndici- 
tive,  for  the  most  part,  after  due  allowance  is  made  for  \'aria- 
Itons  in  accounting  practice,  of  essential  differences  in  the  de- 
velopment and  physical  structure  of  American  and  European 
railroad  systems.  There  are  similar  variations  with  regard  to 
the  amount  of  securities  outstanding  per  mile  of  line  among 
different  American  railroad  corporations  which  can  be  ex- 
plained, aside  from  differences  in  liberality  of  their  respective 
policies  of  capitalization,  by  variations  in  the  topography  of  the 
territory  through  which  their  lines  run,  in  the  character  of 
tlieir  terminal  properties,  in  the  extent  of  their  multiple  track- 
age, in  the  degree  to  which  their  grade  crossings  have  been 
eliminated,  in  the  density  of  population  of  the  countrj'  which 
they  serve,  an<I  like  factors.  These  differences  in  physical 
facts  exert  a  determining  influence  upon  capital  investment 
and  inevitably  make  themselves  felt  in  tlw  financial  results  of 
operation.  These  financuil  results  arc  even  more  directly 
molded  by  the  diverse  standards  of  living  that  prevail  in  the 
United  States  ainl  in  the  various  Etiropcan  countries. 
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diversity  is  reflected,  in  lai^e  measure,  by  the  varisttons  in 
die  average  yearly  conij>cn5alioa  paid  to  railway  employees. 
In  1916,  tliis  figure,  based  uixm  the  average  number  of  em- 
ployees during  the  year,  was  $891.62  in  the  United  Stales, 
$49847  in  Germany.  $376,81  (in  1913)  in  Italy,  and  $390.74 
in  Switzerland. 

There  are  also  less  tangible  differences  between  American 
and  European  conditions  that  serve  to  cast  grave  doubt  upon 
the  validity  of  statistical  com|>arisons.  Among  the  most  im- 
portant of  these  are  the  character  of  the  prevailing  political 
institutions  and  the  nature  of  the  dominant  temperament  of 
the  people.  The  experience  of  pre-war  Germany  or  of  Czarist 
Russia  can  possess  little  real  significance  for  the  United  States. 
And  even  the  European  democracies  enjoy  a  tradition  of  gov- 
ernment service,  a  heritage  of  collective  enterprise,  and  a  strati- 
6i:ation  of  social  classes  which  arc  largely  absent  in  the  United 
States.  The  project  of  railroad  nationalization  under  Amcri- 
can  conditions  must  confront  peculiar  diflicultieg  and  involve 
distinctive  tasks.  Under  the  circumstances,  therefore,  it  is 
apparent  that  comparative  statistical  results  can  scr\'C  but  a 
secondary  purpose — they  can  be  used,  chiefly,  to  confirm  con- 
clusions reached  independently  of  foreign  experience.  Pri- 
marj-  reliance  must  be  placed  upon  the  analytical  method — 
upon  ihc  demands  of  the  railroad  situation  as  it  has  developed 
in  the  United  Slates,  in  the  light  of  the  democratic  character 
of  our  governmental  institutions  and  the  individualistic  temper 
of  the  American  people. 


Thc  arfptmcnt  for  nationalization,  as  presented  by  its  advo- 
cates, is  simple  and  can  be  stated  in  a  few  brief  paragraplis. 
The  transportation  function  is  a  public  function.  This  has 
been  recognized  by  taw  from  time  immemorial,  in  spite  of  the 
fact  that  Ihc  performance  of  this  function  has  generally  been 
dclqratcd  to  private  individuals  or  corporations.  Bccattse  of 
the  legal  recognition  of  the  public  status  of  tlie  transportation 
service,  the  transportation  agencies  have  been  beneficiaries  of 
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special  rigiits  and  have  bcini  subjecled  to  sjiccial  duties  and 
responsibttitics.  Thus,  pants  of  power  have  invariably  been 
conferred  upon  them  to  exercise  the  sovereign  right  of  emi- 
nent domain,  and  they  have  enjoyed  the  lienefits  of  special 
franchises  in  the  public  highways,  and  of  public  aid  toward  _ 
their  construction  and  development  in  the  form  of  land  grants  f 
and  financial  sup]>ort.  These  privileges,  under  the  limilationf 
of  our  constilulional  form  of  government,  can  be  granted,  even 
when  due  compensation  is  made  (as  in  the  case  of  eminent  do- 
main), only  for  public  iniq^scs.  On  the  other  hand,  the 
public  nature  of  the  tranKporlalion  industries  has  subjected 
them  to  cxtraordinar\-  obligations  in  the  public  interest.  Even 
in  the  early  days  of  tlie  common  law  they  were  deemed  to  be 
engaged  in  public  callings,  and  liencc  were  deprived  of  the 
large  freedom  which,  in  the  absence  of  force  or  fraud,  in- 
^'a^iably  commanded  legal  protection  in  the  case  of  strictly 
private  enterprise.  Common  carriers  were  traditionally  obli- 
gated to  serve  all  who  apply,  at  reasonable  rates,  with  adequate 
facilities,  and  without  undue  discrimination  in  the  chains  im- 
posed or  the  service  rendered. 

In  more  recent  years,  a  complexity  of  duties  and  responsi- 
bilities has  been  imposed  ui>on  them  througli  statutory  cnad- 
menl,  .tnd  elaborate  administrative  machiner>-  has  been  de- 
veloped for  ibcir  supervision  and  control.  The  bw  of  public 
service  which  has  thus  been  made  applicable  to  the  railroads 
is  but  An  outgrowth  of  the  legal  attitude  toward  the  more 
primitive  instrumentalities  of  Iranspor1.ation:  the  category  of 
common  carriers  which  originally  comprised  such  public  call- 
ings as  those  of  tlie  haclcinan,  the  drayman,  the  stage-coach 
owner,  the  ferryman,  and  the  like,  was  extended  in  the  eigh- 
teenth century  to  include  toll  bridges,  turnpikes,  and  canals, 
and  with  the  development  of  steam  transportation  fomid  its 
most  important  constituent  in  the  railroad.  Modem  railroads 
are  the  public  high\vay8  of  the  new  world.  They  provide  a 
service  which  is  indispensable  to  every  phase  of  human  activ- 
i^.    They  tend  to  be  operated  under  conditions  of  virtual 
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monopoly  and  possess  the  power  to  levy  tribute  upon  the  com- 
fnunitics  which  they  serve.  Through  the  verj'  nature  of  the 
service  which  they  render  they  mold  the  character  of  social 
and  economic  institutions  and  exert  a  tremendous  influence 
upon  the  development  of  political  life.  The  mere  motive  of 
private  gain  cannot  be  relied  upon  to  adjust  their  acti\'itics 
either  equitably  or  wisely.  In  the  relationship  between  the 
stale  and  tlie  railroads  public  interest  must  ever  be  the  para- 
mount and  guiding  principle.  In  the  words  of  the  late  Justice 
Harlan  of  the  Supreme  Court  of  the  United  States:  "A  rail- 
road is  a  public  highway,  and  none  the  less  so  because  con- 
structed and  maintained  through  the  agency  of  a  corporation 
deriving  its  existence  and  powers  from  the  state.  Such  a  cor- 
poration was  created  for  public  purposes,  Tt  performs  a  fimc- 
tion  of  the  state.  Its  aut}iority  to  exercise  the  right  of  emi- 
nent domain  and  to  chaise  tolls  was  given  primarily  for  the 
benefit  of  the  public."  • 

In  the  beginning  of  railroad  transportation  in  the  United 
Slates  it  may  have  been  both  natural  and  inevitable  that  pri- 
Tate  initiative  should  be  resoTlc<I  to  for  the  construction  and 
upbuilding  of  railway  plant  and  facUitics.  The  railroad  indus- 
try, like  all  new  economic  developments,  was  destined,  at  the 
outset,  to  pass  through  a  period  of  experimentation,  and  its 
establishment  and  expansion  necessarily  involved  a  large  meas- 
ure of  speculative  enterprise  stimulated  by  constructive  imagi- 
nation, venturesonw  .spirit,  bolil  individualism,  and  even  ruthless 
exploitation  bordering  upon  fraud  and  manipulation.  In  the 
early  days  of  railroad  building  the  essentially  monopolistic 
character  of  the  railway  business  was  generally  unrecognized 
or  ignored;  the  tremendous  possibilities  of  the  industry,  both 
for  good  and  evil,  were  but  faintly  discerned;  the  financial 
practicability  of  the  new  agency  was  not  yet  definitely  estab- 
Q^cd;  and  the  mechanical  status  and  operating  technique  of 
the  railroad  were  yet  in  their  infaiKy.  Under  these  circum- 
stances public  ownership  and  operation  were  out  of  the  ques* 

'Smjrth  V.  Ames,  169  U,  S.  ^. 


aoo      THE  AMERICAN  RAILROAD  PROBLEM 


« 


lion.  Not  until  railroad  transportation  had  attained  a  rea- 
sonable degree  of  maturity  was  the  field  ripe  for  government 
regulation  or  public  management.  The  beginnings  of  the  rail- 
road, therefore,  encountered  little  public  interference;  for 
about  four  decades  the  carriers  functioned  in  almost  absolute 
freedom,  The  ptihlic  interest  in  the  railroad  problem  mani- 
fested itself  cxclusi^-ely  in  liberal  aid  and  generous  encourage- 
ment. 

Since  the  early  seventies,  however,  the  railroad  industry 
has  been  recoftniied  as  sufficiently  mature  for  pubUc  control, 
and  the  evils  of  unregulated  private  management  have  evoked 
a  continuous  and  general  demand  for  vigorous  public  regula- 
tion. The  voluminous  accumulation  of  legislative  enactments, 
administrative  orders,  and  judicial  decisions  bears  witness  to 
the  intensive  activity  of  the  public  authorities  in  their  efforts 
to  curb  the  abuses  inherent  in  the  operation  of  the  public  high- 
ways for  private  profit.  For  half  a  century,  through  the  sys- 
tem of  private  management  under  public  rejfulation.  the  Ameri- 
can people  have  been  engaged  in  the  arduous  task  of  attempt- 
ing to  harmonize  the  private  rights  of  the  carriers  and  the 
special  interests  of  particular  industrial  groups  or  sectional 
areas  with  the  general  interests  of  the  entire  community.  The  ^ 
results  have  been  admittedly  unsatisfactory.  Speculative  ac-f 
tivity  and  financial  manipulation  did  not  cease  with  the  as- 
sertion by  the  public  of  its  paramount  interest  in  the  proper 
functioning  of  the  transportation  industry.  Official  investi- 
gations of  the  Interstate  Commerce  Commission  disclose  not 
a  few  very  striking  illustrations  of  reckless  fiamciering  even 
in  the  past  two  decades.*  The  transportation  service  has 
proved  inadequate.  Freight  congestion  is  a  frequent  phenome- 
non, and  car  shortages  recur  periodically.    The  particular  in- 

*C/.  N«w  York,  New  Haven  &  Hartford  Railway  Co.  (Report  Na 
£560,  July  II,  lgi4);  Louiivillc  Be  Nashville  Railroad  Co.  (Report  No. 
^tS,  Feb.  Q,  1915) :  Chicago,  Rock  I»Und  &  Pacific  Railway  Co.  (Re- 
port No.  6334.  July  31.  1915)  :  Cincinnali,  Hamilton  &  Dayton  Railroad 
Co..  aod  the  r«re  Marquette  Railroad  Co.  (Report  No.  tAa.  Mar.  ij. 
t9<7) :  Si.  Louii  8l  San  Francixo  Railroad  Co.  (Report  No.  59U. 
Jan.  3^  1914)- 
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terests  of  individual  carriers  prevent  a  full  utilization  of  exist- 
ing plant  and  equipment,  and  the  credit  of  the  railroads,  more 
largely  because  of  tlieir  own  financial  misdeeds  than  because 
of  the  restrictive  rate  policy  of  the  Government,  is  incapable 
of  attracting  a  sufficient  flow  of  new  capital  for  extensions 
and  improvements.  Excessive  charges  have  not  been  elimi- 
nated by  public  regulation,  as  is  evidenced  by  the  flagrantly 
high  earnings  of  the  stronger  roads;  and  maladjuMments  in 
the  rate  structure,  a?:  between  different  classes  of  traffic,  and 
with  reference  to  different  producing  and  distributing  centers, 
>iave  been  minimised  but  not  eradicated.  Even  personal  dis- 
criminations are  not  altogether  a  Ihinj;  of  the  past.  More- 
over, the  relationship  of  the  carriers  to  their  employees  has 
been  such  as  to  "flaunt  the  demands  of  jujtice,"  hinder  the 
development  of  operating  efficiency,  and  subject  the  trans- 
porution  service  to  constant  danger  of  disruption. 

A  long  experience,  it  is  thus  claimed,  has  clearly  demon- 
strated that  neither  unrestricted  competition  nor  regulated 
private  mot*opoly  can  pro^^dc  an  adequate  transportation 
system.  The  concrete  arrangements  which  these  policies  have 
introduced  from  time  to  time  have  been  very  largely  of  a  make- 
shift character.  Their  objective  has  been  negative  in  purpose 
— to  eliminate  such  specific  abuses  as  had  become  intolerable. 
But  success  in  one  direction  has  merely  disclosed  equally  bur- 
densome abuses  in  some  other  direction.  The  evils  of  private 
ownership  and  operation  constantly  change  their  guise,  but 
the  fact  of  maladjustment  persists,  and  necessarily  must  per- 
sist, in  the  face  of  the  merely  remedial  viewpoint  of  the  philos- 
ophy of  public  regulation.  The  people  must  grapple  with  the 
railroad  problem  on  a  positive  and  constructive  basis.  Public 
interest  rather  than  private  profit  must  constitute  the  under- 
lying motive  in  the  organization  and  activities  of  the  railroad 
industry,  and  the  promotion  of  the  general  welfare  must  serve 
as  the  direct  goal  and  conscious  objective  to  be  attained.  Such 
machinery  of  public  control  must  be  devised  as  will  eliminate 
entirely  the  influence  of  private  financial  gain  in  the  molding 
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of  railroad  jKilicy;  and  there  must  be  substiiulcd  therefor,  m\ 
fact  as  well  as  in  theoretic  contemplation,  the  ideal  of  an  ade-  ' 
quatc,  equitable,  and  sensitively  progressive  transportatioa  i 
service, 

A  railroad  program  of  this  character  can  be  secured  only 
through  the  pohc>'  of  nationalization.  Through  this  policy  the 
people  would  come  into  their  own.  The  public  highways  would 
become  public  property  operated  for  the  public  good.  Tlic 
entire  transportation  system  would  be  centered  in  a  single 
ownership,  and  the  railroads  would  function  as  natural  mo- 
nopolies without  encountering  the  hampering  and  unintelligent  f 
restrictions  that  spring  from  public  distrust  of  private  mo-n 
nopoly,  and  without  the  temptations  of  exploiting  their  monop- 
oly power  for  private  advantage.  Unity  of  ownership  would 
bring  with  it  unity  of  operation.  The  American  transporta- 
tion system  would  be  national  in  scope  and  national  in  out- 
look. The  wastes  of  purely  competitive  activity  would  be 
eliminated,  and  the  restrictive  obstacles  of  corporate  owner- 
ship and  control  would  be  overcome.  Since  operating  unity 
would  constitute  the  normal  method  in  the  administration  of 
the  railroads,  the  co-cxistcncc  of  surplus  transportation  ca- 
pacity in  one  part  of  the  country  and  a  concomitant  lack  of 
facilities  in  another  would  be  ren<Iered  virtually  impossible. 
The  extent  of  plant  and  equipment  would  be  limited  only  by 
the  needs  of  the  community  and  the  willingness  of  the  public 
to  incur  the  necessary  expenditures.  These  capital  costs 
would  be  substantially  lower  tlian  those  incurred  under  pri- 
vate management,  both  because  of  the  unification  of  credit 
centered  in  the  United  States  Government,  and  because  of  the 
absence  of  the  loose  and  sometimes  dishonest  tinanctering 
which  has  marked  the  promotion  and  expansion  of  many  rail- 
road properties  in  the  past.  The  era  of  financial  manipulation 
in  the  railway  field  would  come  to  an  end;  the  conception 
of  the  transportation  service  as  a  fruitful  instmnKnt  for 
speculative  activity  would  be  destroyed.  With  the  eliminalioa 
of  the  profit  motive,  extortionate  rates  and  charges  would 
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vanish.  Transportation  would  be  provided  at  cost — as  far  as 
the  service  as  a  whole  is  concerned — and  the  crcaler  the  ef- 
ficiency of  operation  and  the  economies  of  manajjcmcnt,  the 
larger  would  be  tl)c  benefits  accruing  to  the  public  in  IHl'  form 
of  improved  seiTrice  and  reduced  charges,  The  basic  motive 
for  discrimination — the  desire,  under  the  stress  of  competition, 
to  take  advantage  of  the  principle  of  increasing  returns  and 
diminishing  costs  to  which  the  railroad  industry  is  subject — 
would  likewise  cease  to  operate  under  public  manaijcmcnt,  and 
Government  officials,  representing  the  common  interests  of 
all  groups  and  localities,  could  withstand  the  pressure  of  par- 
ticular tnduMrics  and  the  claims  of  particular  sections  more 
effectively  than  corporate  traffic  managers  conscious  of  their 
responsibility  to  the  holders  of  railroad  securities  and  spurred 
on  by  Ihe  rewards  of  financial  success.  Spcci6c  rates  might 
continue  to  be  adjusted  with  reference  to  the  value  of  ibe 
service,  as  well  35  to  specific  cost — for  the  forces  of  market 
competition,  among  other  factors,  would  still  be  operative — 
but  tJic  rate  structure  as  a  whole,  formulated  by  public  of- 
ficials for  the  common  good,  could  serve  as  a  powerful  en- 
gine of  socialization.  Labor  relationships  would  be  immeas- 
urably improved.  The  level  of  wages  would  not  be  depressed 
because  of  the  desire  for  profits.  Tl>e  compensation  of  rail- 
way employees  would  be  adjusted  in  accordance  with  the  jus- 
tice of  their  demands,  ami  not  on  the  ba<^ift  of  the  strength  of 
their  bargaining  power  as  compared  with  the  entrenched  posi- 
tion of  powerful  railrt^ad  cofTW rations.  The  significance  of 
Ihe  service  of  railroad  tabor,  rather  than  the  strategic  char- 
acter of  its  status,  would  constitute  the  dominant  leverage 
through  which  its  condition  would  be  improved.  Coopera- 
tipn  and  good-will  would  thus  displace  resentment  and  strife, 
and  the  public  would  reap  the  benefit  of  increased  efficiency 
and  be  spared  the  hardi^hip  and  anxiety  of  actual  or  threatened 
dismption  of  the  transportation  service.  In  the  light  of  all 
these  advantages,  and  in  view  of  the  fact  that  both  the  mech- 
anism of  the  railroad  and  its  operating  tcchnitiue  are  now 
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largely  standardized,  ihc  time  is  ripe  for  the  nationalization  of 
the  American  railroad  system.  Such,  in  essence,  arc  the  con- 
tentions of  the  advocates  of  public  ownership. 

The  weight  of  American  opinion  is  opposed  to  nationaliza-  V 
tion.  Granting,  for  the  mo&t  part,  the  desirability  of  the  ends 
to  be  achieved  through  public  ownership,  the  oppotientH  of 
nationalization  insist  that  it  is  but  a  mechanism  of  social  con- 
trol, and  that  the  wisdom  of  displacing  our  traditional  policy 
of  private  management  must  depend  ui>on  llie  practical  suc- 
cess with  which  this  mechanism  would  be  likely  to  function  in 
the  United  States.  Not  the  abstract  ideality  of  the  program.  ■ 
but  its  relative  efficiency  as  an  instrument  of  public  control 
in  comparison  with  a  sound  system  of  regulation,  must  con- 
stitute the  determining  factor  in  its  adoption  or  rejection.  On 
this  basis,  a  variety  of  considerations  arc  urged — chiefly 
grounded  in  the  character  of  our  political  institutions  an<I  the 
temper  of  the  American  people — which  are  declared  to  involve 
disadvantages  so  potent  and  far-reaching  as  to  render  both  un* 
desirable  and  impracticable  the  transformation  of  the  Ameri- 
can railroad  net  into  a  national  transportation  system. 

First,  and  most  important,  it  is  contended  that  public  opera- 
tion n'ould  not  be  as  efficient  as  private  management.  Even 
if  Ihc  transportation  service  were  more  equitably  administered 
under  government  control,  the  common  weal  woulil  be  dimin- 
ished rather  than  magnified,  because  of  decreased  efficiency. 
Concretely,  higher  costs  and  poorer  service  would  result.  In 
the  light  of  experience  such  an  outcome  would  be  inevitable. 

The  state,  especially  in  a  democracy,  has  never  functioned  _ 
as  effectively  in  commercial  and  industrial  undertakings  as  in-fl 
dividuals  or  corporations  subject  to  the  spur  of  private  gain. 
The  energy  and  initiative  that  spring  from  the  keen  struggle  - 
for  material  advantage  and  financial  success  are  generally  lack-  f 
ing  in  government  oBiciaU;.  Tlicir  posts  arc  dependent  upon 
prestige — political  prestige  largely — rather  than  upon  demon- 
strated 6tness  for  the  tasks  entrusted  to  them.    In  like  man- 
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ner,  the  positions  of  their  subordinates  are  more  frequently 
secured  tlirouRti  personal  or  political  influence  than  through 
relevant  aptituiJes— (.Hvil  service  requirements  providing  but 
a  formal  tc'it,  lo  be  followed,  in  most  instances,  by  Ihe  vested 
claims  of  seniority.  The  morale  of  a  staff  so  recruited  must 
needs  be  Low  and  its  discipline  lax  ;  and  the  ni3!S  of  I'mpioyccs, 
Upon  whose  support  political  power  and  advancement  iA 
largely  depend,  neither  possess  the  inducement  for  honest  and 
cflfieient  efl'ort,  nor  arclhey  subject  to  effective  direction  from 
sbove.  Such  public  employment  tends  to  increase  the  wages 
of  labor  above  the  level  prevailing  for  similar  service  in  pri- 
vate enterprise — in  itself  a  demoralizing  factor — and  these 
higher  wages  arc  invariably  accompanied  by  a  lower  level  of 
salaries  for  the  more  important  officials  whose  managerial 
ability,  conslnictive  imagination,  and  dynamic  energy  are  in- 
dispensable to  the  protrusive  administration  of  industrial  un- 
dertakings. As  a  result,  the  quality  of  executive  capacity 
witiiin  the  reach  of  the  public  service  is  inevitably  inferior  to 
■hat  commanded  by  private  busittess.  Moreover,  state  execu- 
tives arc  hampered  in  their  tasks  by  the  cumbersome  meclijin- 
ism  of  governmental  organization.  It  is  generally  impossible 
<o  reach  decisions  quickly.  In  the  purchase  of  nuterials,  for 
example,  the  government  process  involves  a  long  drawn  out 
course  of  bids,  contracts,  .ind  awards,  but  in  spite  of  these 
formal  evidences  of  caution  and  circumspcciioti  the  profits  of 
government  contractors  are  notorious.  The  record  of  public 
business  in  this  i-ouniry  is  oik  of  unwieldy  organization,  un- 
necessary complication  of  system,  undue  multiplication  of 
personnel. 

When  applied  to  the  problem  of  railroad  natiumlizalion, 
conditions  such  as  these  foreshadow  intolerable  operating  in- 
efficiency, flagrant  inflation  of  costs,  and  serious  impairment  of 
the  transportation  service.  The  advantages  and  economics  of 
ttnified  operation  and  concentrated  credit — objectives  that  are 
largely  attainable  under  a  reconstituted  system  of  public  regu- 
lation— cannol  offset  the  disadvantages  and  losses  inlicrent  in 
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public  management.  The  minor  savinf^  resulting  from  con- 
solidation would  be  overcome  by  Ibc  greater  wastes  resulting 
from  inefficiency.  Tlie  benefits  derived  from  government 
financing  would  be  insignificant  as  compared  w;t)i  the  shrink- 
age involved  in  misdirected  capital  expenditures.  In  brief, 
the  most  probable  net  outcome  would  be  an  insidious  increase 
in  the  public  cost  of  the  transportation  service  and  a  progres- 
sive deterioration  of  the  quality  of  that  service. 

It  is  further  contended  that,  oikc  public  ownership  became 
established  as  a  permanent  institution,  lite  ill  cflccis  of  the 
policy  of  nationalization  would  be  cumulative.  Economic  ef- 
ficiency involves  not  merely  the  maintenance  of  service  stand- 
ards, but  their  prt^ressive  development.  Such  devetopmcnt, 
in  the  past,  has  resulted  from  the  efforts  of  rai)rn3<I  men 
endowed  with  a  high  degree  of  technical  and  executive  ability 
and  stimulated  to  venlurcsome  initiative  by  the  rewards  of 
private  advancement.  The  Irahsportalion  service,  under  pub- 
lic ownership,  would  be  deprived  of  both  the  initial  capacity 
and  the  motive  for  its  effective  exercise.  An  unwieldy  or- 
ganization of  underpaid  public  offidals,  attaining  their  posts, 
in  large  measure,  through  political  patronage,  would  possess 
neither  the  ability  nor  the  stimulus  to  institute  a  vigorous  and 
continuous  policy  of  improvement.  Innovations  the  success 
of  which  is  problematical  would  be  ruthlessly  rejected.  Con- 
structive experimentation,  in  spite  of  possibilities  of  future 
gain,  would  encounter  hampering  discouragement,  because  of 
the  immediate  effect  upon  the  financial  burden,  and  because  of 
the  timorous  attitude  of  party  politicians.  And  even  if  the 
present  organization  of  the  railroads  were  taken  over  bodily 
by  the  Government  and  the  transportation  prox>crties  were 
manned  by  the  best  qualified  executives  produced  under  the 
regime  of  private  managen»eiit,  there  would  be  lacking  within  _ 
the  system  of  public  railway  ndministralion  the  elements  es-  f 
senltal  to  the  development  of  new  brains  and  new  capacity  to 
take  the  place  of  the  old.  The  great  builders  and  masterful 
administrators  in  the  railroad  industry  have  been  the  product 
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of  the  competitive  system.  The  business  world  would  con- 
tinue to  develop  these  types  of  leadership,  but  they  would 
find  little  altmction  in  tlic  public  service,  llie  national  rail- 
ways woiilil  be  forced  to  draw  tlicir  directing  personnel  from 
,  within  their  own  bureaucratic  organization.  TTie  political  in- 
Hioence  would  become  tifnily  entrenched  in  tbc  conduct  of  rail- 
Hvay  operations.  The  tradition  of  government  incompetence 
[  would  permanently  displace  the  slanddrtls  of  economic  ef- 
j  ficiency.  Proposals  for  extensions  and  betterments  would 
tend  to  degenerate  into  the  shameful  "pork  barrel"  extrava- 
gance (hat  has  SO  frequently  disgraced  tlie  postal  and  the 
rivers  and  harbors  appropriations.  A  railroad  budget  would 
but  add  to  the  opportunities  for  the  expenditure  of  public 
funds  by  "political  appropriations,"  with  resulting  impairment 
of  tlie  railroad  service.  Where  capital  expenditures  are  caU 
ralated  to  prove  jMjIilicaliy  significant — as  in  the  construction 
imposing  and  costly  passenger  stations — a  policy  of  undue 
rality  would  be  followed ;  for  the  provision  of  ordinary  bet- 
Kmicnts  generally  removed  'from  the  eyes  of  the  electorate — 
in  the  substitution  of  heavier  rails,  the  improvement  of  yard 
cilitics,  and  the  cxtaision  of  roads  into  undeveloped  but  po- 
Icntially  im()ortant  sections  of  the  country — ^an  equally  un- 
warranled  policy  of  retrenchment  would  be  adopted.  For 
similar  reasons  passenger  rates  would  tend  to  be  lowered  at 
the  expense  of  the  freight  traffic,  and  lite  temptation  would 
Iw  strong  to  reduce  the  entire  rate  schedule  lo  a  level  unju.iti- 
ficd  by  the  real  cost  of  the  service,  the  Government  reclaiming 

NErom  the  public  through  (he  power  of  taxation  the  operating 
l^cits  that  would  inevitably  ensue.  And  discriminatory  prac- 
Sccs — in  rates  as  well  as  service — would  not  be  entirely  elimi- 
nated, ahhough  the  motive  of  tlie  preferences  might  become 
political  instead  of  financial  in  character.  Influential  inter- 
ests and  strategic  localities  would  still  seek  adjustments  in  the 
rate  structure  and  in  the  distribution  of  equipment  and  facili- 
ties that  are  unduly  favorable  to  themselves  and  unreasonably 
prejudicial  to  less  powerful  groups  and  sections  of  the  conn- 
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try.  The  evils  of  the  Iradttioniil  tariff  lobby  might  sink  into 
iiisignificaiKc  by  comparison  with  (he  abuM:»  tiial  would  flow 
from  cooccrtM  pressure  upon  public  atiihorities  endowed  with 
unlimited  power  over  railway  rates  and  rcgutations. 

And  the  inlluencc  of  the  foregoing  consiilc  rat  ions  would  not 
g[>cnd  itself  in  the  mere  reduction  of  economic  efficiency  in  the 
transportation  iiidustrj'.  Railroad  nationalisation  would  pro- 
duce a  harmful  effect  upon  our  governmental  instilutions. 
The  proponents  of  public  ownership  insist  that  the  i^lroads 
are  inevitably  "in  politic^,*'  under  private  management  as  well 
as  under  frovernment  operation,  because  of  the  tremendous 
practical  importance  of  the  public' treatment  of  the  carriers — 
that  while  (heir  nationalization  may  not  take  them  out  of  poli- 
tics in  every  sense,  it  can  not  intensify  the  political  evils  that 
have  accompanied  their  partizan  activities  in  the  posl.  This 
contention  ignores  the  relative  extent  and  character  of  oppor- 
tunities for  improper  intluvnce  under  public  ownership  and 
under  private  management.  Because  under  a  system  of  pub- 
lie  railway  administration  improper  influence  could  be  brought 
to  bear  with  respect  to  innumerable  adjustments,  and  not 
merely,  as  under  private  operation,  with  reference  to  the  type 
and  scope  of  rei^lation,  the  nationalization  of  the  railroads 
would  develop  a  decided  tendency  toward  more  frequent  and 
less  scrupulous  exercUc  of  political  pressure.  Combinations 
of  shippers  would  seek  lower  rates ;  powerful  industries  would 
seek  preferential  advantages;  diverse  localities  would  seek  the 
expenditure  of  funds  for  questionable  improvements ;  the  army 
of  employees  woukl  seek  shorter  hours  and  hiRher  wages, 
llie  denial  of  such  claims  would  involve  political  disfavor,  and 
the  political  weapon  would  come  to  serve  as  the  most  potent 
means  of  approach.  The  mere  creation  of  a  compact,  well- 
organized  body  of  two  million  government  servants,  driven 
by  self-interest  to  exert  every  effort  to  mold  public  policy 
in  the  direction  of  its  advancement  and  possessing  a  vast 
measure  of  power  for  the  attainment  of  its  ends,  would  in 
itself  render  railroad  questions  subject  to  political  and  par- 
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tinn  settlement  The  metbod  of  th«  enactment  of  the  Adam- 
son  law  in  1916  provides  a  striiciiig  rcHcction  of  the  tremen- 
dous power  of  organized  railroad  labor,  and  of  its  readiness 
to  use  that  power  ruthlessly  to  dictate  governmental  policy. 
Tile  strength  of  political  leverage  would  become  immeasurably 
intensified  under  a  nationalized  railroad  system,  with  the 
Government  the  sole  owner  of  the  railroad  properties  and 
the  sole  employer  of  railroad  labor. 

It  is  3  significant  fact  that  practically  the  only  outspoken 
advocates  of  nationaltzalion  are  the  {i^eat  railroad  brother- 
hoods, loyally,  if  not  warmly,  Eiipi>orted  by  the  American 
Federation  of  Labor.  Railway  employees,  through  political 
pressure,  confidently  expect  to  dominate  the  transporution 
industry  under  public  ownership.  This,  fundamentally,  is  the 
intent  and  purpose  of  the  special  form  of  nationalization  con- 
templated by  the  so-called  Plumb  Plan.  It  involves  the  in- 
corporation of  the  spirit  of  class  consciousness  into  a  legisla- 
tive program,  and  the  subsequent  administration  of  that  pro- 
gram in  accordance  with  the  extent  and  power  of  the  political 
pressure  that  can  be  exerted  upon  tliosc  temporarily  in  public 
authority.  Present-day  political  influence  by  the  carriers  under 
private  management  possesses  no  such  menacing  possibilities. 
The  corrupt  days  of  Jay  Gould  at  Albany  and  of  subsequent 
disreputable  episodes  merely  provide  imerejting  hlstcit^cal 
data  of  a  dead  past.  Today  the  roads  act  through  responsible 
committees  of  high  operating  officials  and  technical  experts 
who  present  tlieir  claims  openly  to  the  legisLaltires,  the  com- 
missions, and  the  public.  Moreover,  such  political  inlluencc 
as  survives  under  private  managemrnt  can  at  best  be  exercised 
only  upon  the  relatively  few  who  regulate  the  railroads,  and 
not,  as  under  government  control,  upon  the  many  who  oper- 
ate them.  The  jwliltcat  impliaitions  of  the  policy  of  public 
ownership  thus  become  no  less  threatening  than  the  certainty 
of  operating  inefficiency  and  economic  stagnation. 
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The  indictment  of  public  ownership  reflected  in  the  fore- 
going conlenliotis  is  Iwtli  sweeping  and  severe,  ll  bespeaks 
a  rather  cynical  lack  of  faiih  in  the  integrity  of  Atnericui 
character  and  in  the  promiM;  of  our  democratic  institutions. 
Only  in  a  measure  are  the  fears  of  nationalization  which  it 
expresses  grounded  in  actual  experience,  or  its  assumptions 
with  regard  to  [>rivare  management  free  from  conflict  with 
the  facts  of  American  railroad  deveitipment. 

Private  enterprise  is  not  invariably — perhaps  not  even  domi- 
nantly— efficient,  progressive,  and  free  from  reliance  upon 
unscrupulous  exploitation  of  strategic  advantage.  The  story 
of  the  development  of  railroad  transportation  in  ihc  United 
States,  not  unlike  the  general  history  of  industrial  and  com- 
mercial development,  discloses  both  the  remarkable  fruits  of  _ 
personal  initiative,  and  the  retardation  of  progressive  efficiency  f 
and  the  miscarriage  of  social  and  economic  justice.  Even  to- 
day the  improvement  of  operating  standards  is  hampered  by 
the  purely  individual  and  competitive  activities  of  tlie  carriers, 
and  tlie  possitwlities  of  increased  efficiency  resident  in  basic 
reorganization  of  operating  niadiinery,  in  the  application  of 
electric  power  to  railroad  transportation,  and  in  the  scientific 
determination  of  methods  of  conserving  fuel,  have  largely 
failed  to  impress  themselves  upon  the  imagination  of  railroad 
executives.  And  in  so  far  as  the  public  welfare  has  been 
safeguarded  through  govenunent  regulation,  the  process  has 
been  a  slow  and  laborious  and  costly  one,  developing  only  in 
face  of  vigorous  and  continuous  opposition  by  the  owners  of 
the  railway  properties.  While  railroad  men  ha%-c  formally 
recognized  the  public  character  of  the  transportation  function 
for  a  number  of  decades,  they  have  repeatedly  exerted  the 
weight  of  their  great  influence  against  the  adoption  of  concrete 
arrangements  designed  to  express  this  conception,  and  have  iti- 
variably  appealed  to  every  legal  bulwark  and  institutional  de- 
vice historically  evolved  for  the  protection  of  private  property 
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rights.  This  n^ative,  and  often  (k'&tnictive,  altitude  of  the 
railroads,  in  view  of  the  nature  of  their  enterprise,  has  resulted 
in  the  survival  of  serious  maladjustments,  in  spite  of  a  half 
century  of  governmental  effort,  h  would  be  difficult  to  deny 
that  the  railroad  owners  have  deliberately  striven  to  dominate 
the  transportation  business  in  the  United  States,  primarily  in 
ihe  light  of  their  own  private  interests,  and  that  thty  have 
measurably  succeeded  in  their  efforts.  Neither  the  possibility 
of  arrested  efficiency,  then,  iior  the  danger  of  class  domination 
are  clen)ciil<(  peculiarly  and  exclusively  inherent  in  the  policy 
of  nationalization. 

It  may  well  be  granted  thai  the  record  of  American  govern- 
ment enterprise  has  not  been  brilliant  from  the  standpoint 
of  administrative  effectiveness.  Innumerable  instances  might 
be  cited  of  legislative  pnrtixanship  and  executive  incompetence, 
and  even  the  judidar)' — if  we  include  the  state  as  well  as  the 
federal  courts— has  not  maintained  an  absolutely  unblemished 
record  of  integrity  and  opcn-mindcdncss.  The  nation,  the 
states,  the  municipalities — indeed,  every  American  govern- 
mental unit—has  contributed  to  Ihe  contemptuous  disesteem 
in  which  public  enterprise  is  so  widely  held.  The  results  have 
tended  to  be  least  creditable  m  public  undertakings  involving 
econmnic,  as  distinct  from  political,  activity.  This  tendency 
has  been  strikingly  refiectcd  in  the  unsatisfactor>'  character  of 
tnonkipal  government  and  administration  in  the  United  States. 

It  may  well  be  granted,  also,  that  the  power  of  labor  has 
frequently  been  used  in  irresponsible  fashion.  The  .struggle 
for  economic  emancipation  has  not  always  been  an  enlightened 
one.  Improvement  in  the  arts  has  often  been  retarded,  the 
flow  of  induslri.-)!  output  unnecessarily  limited,  the  freedom 
of  the  individual  worker  unduly  restrained,  destructive  tac- 
tics employed,  needless  violence  resorted  to,  the  public  inter- 
est unceremoniously  flaunted.  Many  of  these  practices — even 
in  the  guise  of  deliberately  formulated  policies — find  some 
justification.  bowe\-er,  in  the  human  ends  for  the  attainment 
of  which  they  have  been  utilized,  in  the  legally  entrenched 
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position  of  (be  forces  agninsi  whicit  the  conflict  lias  been 
waged,  in  tlw  pcr-tisteni  refusal  nn  Itic  part  of  ihc  dominant 
classes  to  rccoiniize  tbc  necessity  of  labor  coiiperatioii,  and 
Ibe  absence  of  equally  effective  infttrumenis  for  raising  lb 
status  of  lalmr.  The  processes  of  the  industrial  struggle  as 
it  has  evolvvd  historically  largely  cTtjilain  the  more  flagrant 
abuses  which  have  accompanied  the  ilcveiopmcnt  of  bbor  or-  _ 
f^nizatton.  The  restraints  of  autocratic  industrial  control  f 
liave  induced  ihc  methods  of  autocracy  in  the  employment  of  " 
tlie  power  of  lalx>r.  The  introduction  of  industrial  democracy 
and  the  emergence  of  a  positive  and  improved  labor  status 
would  instill  a  new  spirit  of  respon  •nihility  in  tlie  working 
masses.  Under  a  system  of  railroad  nationalization  maintain- 
ing an  equitable  wage  level  and  enlightened  working  condi- 
tions, constructive  achievement,  rather  than  obstructive  tac- 
tics, might  well  become  tbc  immediate,  as  well  as  the  ultimate, 
end  of  the  transportation  workers.  Nor  need  the  tradition 
of  the  inevitable  inefficiency  of  collective  enterprise  endure. 
Public  responsibility  begets  public  spirit,  and  genuine  public 
spirit  constitutes  an  impregnable  bulwark  again:^t  private  pres- 
sure or  political  influence.  The  creation  of  a  nationalized  ram 
way  system  might  serve  as  a  powerful  instrument  of  national 
unification:  this  common  enterprise,  touching  intimately  the 
welfare  of  the  entire  people,  might  serve  as  a  slimulaling 
challenge  and  as  a  concrete  mechanism  for  tbc  transformation 
of  the  mere  formal  exercise  of  political  privilege  into  an  ideal- 
ized conception  of  public  dirty.  The  policy  of  nationalization 
looks  to  the  future.  It  receives  its  dominant  impulse,  in  spite 
of  the  pessimistic  foreboding)  that  widely  prevail,  from  a 
renewal  of  fattb  in  America  and  her  institutions  and  her 
people. 

But  neither  America's  traditional  reliance  upon  private  man- 
agement in  the  transportation  industry,  nor  her  failure  to  re- 
sort to  nationalt;>ation  subsequent  to  the  Federal  Control 
period,  has  been  based  upon  deliberate  choice  between  the  ad- 
vantages and  disadvantages  of  private  as  against  public  opera 
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tkm.  The  "cake  of  custom"  is  as  clifRcult  to  break  in  the 
realm  of  ideas  as  it  is  in  the  field  of  practical  affairs.  And 
I  the  public  attitude  toward  the  relationsliip  of  lite  state  to 
^  industrial  action  is  the  outcome  of  a  deep-seated  faith  in  the 
1  efficiency  of  private  initiative  and  its  superiority  over  collective 
enterprise.  The  American  mind,  consciously  or  unconsciously, 
is  steeped  in  the  philosophy  of  individualism.  The  i;rcat  ma- 
terial achie%'ements  of  our  civilization  were  attained  through 
the  Mtmultis  of  private  gain,  and  there  is  little  hospitaltty  for 
the  suggestion  that  changing  conditions  may  justify  reliance 
upon  diverse  motives  in  the  promotion  of  the  public  good- 
lAliile  the  structure  of  the  common  law  has  proved  itself 
measurably  capable  of  inodi6cation  from  within  to  meet  the 
changing  demands  of  political,  economic,  and  social  develop- 
ment, the  competitive  spirit  has  continued  to  dominate  both 
its  basic  ideals  and  its  concrete  adjustments.  Social  and  eco- 
Somic  legislation  has  been  subject  to  the  hampering  influence 
of  this  individualistic  temper,  which  has  manifested  itself  in 
the  performance  of  the  judicial  function  of  statutory  inter- 
pretation, particularly  with  reference  to  the  absolute  rights 
and  safeguards  incorporated  in  the  fundamental  laws  of  the 
,  land  by  way  of  constitutional  limitations.  Forces  such  as  these 
have  inhibited  experimenUition  with  the  more  advanced  €x- 
dients  of  social  control  and  have  retarded  die  progress  of 
public  r^:ulation. 

In  the  realm  of  railroad  transportation,  therefore,  as  in 
other  6clds  of  industrial  activity,  much  remains  to  be  accom- 
plished— and  can  be  achieved — through  the  regulative  mctliod. 
The  full  possibilities  of  the  traditional  public  attitude  toward 
the  railroad  industry  have  not  been  realized.  There  need  be 
no  sharp  break  with  the  past  in  order  to  safeguard  much  more 
effectively  than  at  present  the  dominam  public  interest  in  the 
proper  performance  of  the  transportation  function.  Private 
management  can  be  retained,  but  the  principles  and  machin- 
ery of  public  conlrcd  must  be  rationalized,  in  the  light  of  past 
experience,  and  so  adjusted  as  to  aim  at  the  achievement  of  a 
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positive  goal  rather  than  the  mere  imposition  of  negative  re- 
straints— at  the  establishment  of  an  adequate  transportation 
service  rather  than  the  mere  elimination  of  railway  abuse. 

The  i^ilosophy  of  reflation,  as  applied  to  the  so-called 
public  service  industries,  possesses  the  necessiry  elements  for 
the  adequate  promotion  of  the  common  good.  It  seeks  to  con- 
serve the  fruits  of  individual  initiative,  and  at  the  same  lime 
to  safeguard  and  develop  the  collective  welfare.  It  recognizes 
the  effectiveness  of  the  profit  motive  in  stimulating  productive 
effort,  but  it  undertakes  to  shape  the  character  and  direction 
of  economic  activity  for  the  realization,  primarily,  of  social 
rather  than  individual  ends.  Its  objective  is  identical  with 
tliat  of  nationalizalton,  but  it  possci^ses  the  added  advantage 
of  having  at  its  disposal  the  invaluable  too!  of  private  self- 
interest.  The  details  of  administration  remain  in  the  hands 
of  the  business  entrepreneur,  while  the  purpose-i  of  his  enter- 
prise are  subjected  to  public  guidance.  Government  regula- 
tion .seeks  to  fashion  the  environment  of  industrial  activity, 
through  the  formulation  of  the  legal  framework  in  whkh  it 
may  function,  without  dictating  the  actual  processes  of  opera- 
tion or  the  concrete  arrangements  for  their  performance,  The 
ideal  toward  which  such  public  effort  is  directed  demands  a 
sensitive  and  difficult  bnlaiK-ing  of  general  and  specific  inters 
csts,  hut  the  inherent  impossibility  of  attaining  this  goal  or 
of  achieving  the  tasks  which  it  involves  has  not  been  estib- 
lished. 

It  is  unquestionably  true  that  in  the  field  of  railroad  trans- 
portation the  results  have  failed  to  vindicate  altogether  the 
wisdom  of  our  traditional  reliance  upon  the  regulative  method. 
In  a  number  of  very  significant  directions,  the  positive  de- 
mands of  public  interest  have  been  totally  neglected  or  unin- 
tclligcntly  adjusted;  and  in  some  instances  the  (fee  play  of 
personal  initiative,  which  is  of  the  very  essence  of  the  policy 
of  private  management,  has  been  imduly  liampered,  through 
concrete  government  restrictions  in  matters  of  administration. 
In  spite  of  these  shortcomings,  howe\-er.  there  has  been  a 
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marked  and  significant  advance  in  the  processes  and  cffeaive- 
ness  of  railroad  regulation. 

The  purely  remedial  safeguards  of  the  comnwn  law  have 
been  reci^ized  as  fundamentally  inadeqtuite.  They  provide 
private  redress  for  public  wrongs,  and  they  lack  the  means  for 
preventing  maladjustrntrnt  in  the  future.  Exclusive  reliance 
upon  direct  legislative  enactments  has  likewise  heen  found  to 
be  incapabte  of  molding  the  activities  of  the  powerful  rail- 
road corporations,  performing  ttic  transportation  function  un- 
der conditions  tending  to  virtual  monopoly,  in  the  direction  of 
public  welfare.  Statutory  rules  are  bound  to  l>e  spasmodic  in 
origin  and  indexible  in  application ;  they  set  up  rigid  standards, 
determined  by  current  political  expediency  rather  than  by 
fundamental  need,  and  ihcy  must  depend,  very  largely,  upon 
Ibe  punitive  methods  of  judicial  enforcement  for  their  execu- 
tJon. 

But  with  the  emergence  of  the  method  of  administrative 
control,  the  policy  of  rt^ulation  became  a  potentially  effective 
instrument  for  harmonizing  tlie  rights  of  the  carriers  and  in- 
terests of  the  public.     The  creation  and  legal  recognition  of 
railroad  commissions — first  functioning  with  merely  advisory 
authority   and   later  clothed   with   majidatory   power — marks 
an  epochal  stage  in  the  development  of  our  public  law,  and  a 
crucial  advance  in  the  evolution  of  the  regulative  process. 
From  ihe  legal  standpoint,  the  constitutional  validitj-  of  the 
I  exercise  by  the^e  commissions  of  large  grants  of  legislative, 
i  executive,  and  semi-jtidicial  power  represents  a  far-sighted 
;  concession  to  the  needs  of  complex  social  and  economic  condi- 
I  tions.    From  the  slandpoint  of  the  regulative  process,  the  de- 
[  -velopment  of  these  commissions  rendered  possible  the  continu- 
ous and  intelligent  supervision  of  the  transportation  function. 
The  method  of  administrative  discretion,  within  publicly  de- 
fined limitations,  displaced  the  method  of  fixed  legal  rule.    The 
objective  of  private  redress  for  past  wrongs  was  subordinated 
to  the  goal  of  establishing  a  projKr  relationship  for  the  future 
>  between  Ihe  railroad  corporations  and  the  users  of  the  trans- 
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portation  service.  Tlie  difficult  tasks  of  rate  adjustment,  for 
example,  could  be  entrusted  to  a  body  of  experts  in  continuous 
contact  with  the  problems  of  the  rattroadf.  and  posseiised  of 
a  constantly  accumulating  fund  of  experience.  The  public 
inteKst  was  thereby  rendered  actively  articubte  in  the  midat 
of  the  vigorous  prosecution  of  private  advantage  by  the  own- 
ers of  the  railroad  properties. 

Administrative  regulation  encountered  many  obstacles  in 
the  course  of  this  dcvclopniem.  A  long  struggle — not  yet 
dcAnttely  terminated — centered,  for  example,  in  the  rcopc  and 
character  of  the  doctrine  of  judicial  review.  In  matters  of 
valuation,  and  therefore,  to  a  large  degree,  in  the  adjustmint 
of  g:eneral  rate  levels,  the  voice  of  the  courts  is  still  supreme. 
But  with  regard  to  most  questions  involved  in  the  process  of 
railroad  regulation,  the  dominance  of  these  administrative 
agencies  has  been  fully  recognized.  The  Interstate  Commerce  _ 
Commission  has  come  to  occupy  the  central  place  in  all  mat-  H 
ters  affecting  railroad  tran.<iportaiion.  The  opportunity  row 
lies  ahead,  therefore,  to  relinquish  the  purely  nr^ativc  ?nd 
restrictive  policies  of  the  past,  and  to  substitute  therefor  a  con- 
structive program  of  public  regulation,  designed  in  provide  an 
adequate  transportation  5Cr\-icc  under  th;  initial  jlimulus  of 
private  management.  The  essentials  of  such  a  progmm  will 
receive  consideration  in  the  chapters  immediately  following. 
f  At  this  point  it  is  but  necessary  to  note  that  the  unre-aliied 
%  possibilities  of  the  regulative  method  constitute  one  of  Uie 
i\  prime  obstacles  to  the  adoption  of  a  policy  of  railroad  nation- 
/    ^    aliiraiion  in  the  United  Slates. 

That  the  general  public,  intuitively  or  through  reflection, 
is  strongly  influenced  by  the  unrealized  possibilities  of  the 
regulative  method  in  its  attitude  toward  reconstructive  [-itlicy 
is  indicated  by  the  fact  that  the  expedient  of  railroad  nation- 
alization (toes  not  command  its  apjiroval.  That,  in  the  tat^l 
analysis,  constitutes  the  most  potent  obstacle  to  the  relinquish- 
ment of  the  system  of  private  management.  While  the  qties- 
tton  of  public  ownership  of  railroads  has  never  been  sub* 
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mitted  lo  popular  rcfirreiidum  in  the  United  States  or  achieved 
the  distinction  of  becoming  a  "jvaraniounl"  i>otitica)  issue,  Mg- 
nificant  evidence  is  not  wanting  that  its  alluremcnls  have  failed 
to  impress  the  imagination  or  arouse  the  emhujiiism  ot  the 
people  at  large. 

The  representatives  of  tlie  people,  in  emphasizini*  ttic  purely 
cmergciKy  character  ot  Federal  Control  and  legislating  the 
roads  back  to  private  management  immediately  upon  the  res- 
toration of  "normal"  conditions,  may  be  assumed  to  have 
been  executing  the  mandate  of  the  electorate.  In  tlie  formula- 
tion of  the  Federal  Control  Act,  the  proposal  ihat  public  man- 
agement be  continued  until  terminated  by  positive  3Ctioi\  was 
decisively  rejected;  Federal  Control,  under  the  provisions  of 
that  act.  was  to  terminate  automatically  within  twenty-one 
months  after  the  fonnal  proclamation  of  peace.  Through  this 
means  the  possibility  of  establishing  an  "entering  wedge"  in  fa- 
vor of  government  operation  was  avoided.  The  suggestion  of 
the  Railroad  Administration  after  the  armistice  that  Federal 
Control  be  extended  for  a  period  of  five  years  likewise  evoked 
no  legislative  response.  Such  advantages  as  might  flow  from 
the  testing  of  public  management  under  conditions  more  favor- 
able than  those  of  actual  warfare  or  of  the  immediate  transition 
to  a  peace  economy,  and  such  opportunities  for  deliberation  and 
considered  action  in  the  drafting  of  a  legislative  program  as 
might  be  made  available  through  the  extension  of  time,  were 
regarded  as  insignificanl  by  comparison  with  the  danger  that 
prolonged  government  tenure  of  the  railroads  might  create  a 
presumption  in  favor  of  a  permanent  policy  of  public  owner- 
ship. 

And  in  the  development  of  the  new  legislative  structure 
that  was  to  determine  railroad  relation.'^hips  suL'-sequent  to 
the  war  emergency,  the  <jue»tion  of  n.iiionalizalion  was  di- 
rectly  presented  to  Congress  as  a  possible  alternative  to  ttie 
continuance  of  private  management.  The  reaction  of  our 
national  law-m.ikers  wa*  swift  and  decisive.  The  conventional 
proposals  of  the  Public  Ownership  I.c3gue  of  Aroerica,  in- 
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corpontcd  in  the  Car)-  bill,  were  tmcereinoniously  ignored. 
The  ingenious  roeclianism  of  the  Plumb  Plan,  incorporated  in  M 
the  Sims  bill,  stimulated  keen  interest,  arou-ied  bitter  resent-  * 
ment,  caused  a  temporary  furor,  and  was  promptly  forgotten. 
The  advocaics  of  the  Plumb  Plan  insisted  that  ihcy  were  striv-  M 
ing  to  establish  a  principle  rather  than  to  secure  acceptance  of  ■ 
the  detailed  elentenis  of  a  program.  That  principle,  in  es- 
sence, was  railroad  nationalization :  and  as  such  it  was  rejected 
as  inconsistent  with  lite  desires,  as  well  as  (he  interests,  of 
the  American  jMropie. 

Congressional  action,  in  all  these  respects,  was  soundly 
groun<fcd  in  dominant  public  o]>inion.  That  the  vast  member- 
ship of  the  United  States  Chamber  of  Commerce  and  of  the 
National  Grange,  with  practical  unanimity,  publicly  urged  the 
restoration  of  private  management,  was  less  significant  than 
the  fact  that  unorganized  groups,  in  diverse  walks  of  life, 
freely  declared  themselves  in  opposition  to  govcmroental  rail- 
road enterjmse,  and  titat  wiih  very  few  exceptions  all  refpon- 
sible  organs  of  public  opinion  voiced  unqualiBed  distrust  in 
public  management  These  v'tcyvi,  apparently,  were  an  accu- 
rate reflection  of  the  wishes  of  the  electorate.  During  the 
entire  history  of  railroad  transportation  in  the  United  States 
no  strung  popular  demand  for  fundamental  change  in  the 
ow.iership  and  operation  of  the  railroad  pr'>perties  has  ever 
made  itself  felL  Resort  to  public  ownership  even  in  the  nar- 
rower and  less  difficult  field  of  local  utilities  has  been  relatively 
infrequent  and  very  seldom  accompanied  by  a  sweeping  public 
mandate.  The  policy  of  nationalization  can  be  introduced  only 
through  political  action.  Effective  political  action  must  Row 
from  an  urgent  public  need  and  an  aroused  public  ojMnion. 
Since  the  question  of  the  need  of  radical  readjustment  in  .-ail- 
road  relationships  necessarily  depends  upon  many  intangible 
considerations  of  social  phik>sophy  and  national  psychok^, 
differences  of  judgment  arc  bound  to  persist  with  regard  to 
the  necessity  of  public  ownership.  Because  of  these  differ- 
ences, or  because  of  the  dominantly  individualistic  temper  of   b 
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Americaii  people,  the  policy  of  nationalization  has  failed 
win  wide  public  approval  and  political  support.     Without 
Bch  approval  and  support  no  major  policy  of  general  concern 
be  effectuated. 


Mil 
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In  a  consideration  of  the  essentials  of  reconstructive  policy, 
primary  attention  must  be  directed,  then,  to  the  further  dc- 

:l(^ment  of  public  regulation.    The  general  direction  of  fu' 

policy  will  be  determined  by  the  character  of  the  inter- 

ests  to  be  safeguarded  and  advanced;  the  concrete  adjust- 

cnts  will  involve  tlie  imposition  of  duties  upon  the  carriers, 
creation  of  rights  in  the  public,  and  the  provision  of  rente- 
iial  and  preventive  mathincrj'  designed  to  restrain  violations 
of  recognized  rights  and  duties,  and  to  enforce  positive  and 
progressive  standards  for  the  improvement  of  the  transporta- 
tion service.  The  chief  interests  to  be  protected  and  promoted 
are  those  of  (he  p^iblic  users  of  the  railroad  service,  the  pri- 
vate owners  of  the  railroad  properties,  and  the  workers  en- 
gaged in  the  performance  of  transportalton  tasks.  These  in- 
terests are  not  dislincl,  but  closely  interdependent.  It  is  im- 
possible to  irKct  adequately  the  public  need  of  transportation 
service  without  continuous  and  meticulous  concern  for  the 
fmancial  interests  of  lite  carriers  and  the  human  as  well  as 
material  mtcrests  of  the  railroad  employees.  Financial  safe- 
guards for  the  carriers,  through  the  establishment  of  ample 
and  flexible  sources  of  operating  revenue  and  the  provision  of 
such  rates  of  return  as  will  attract  railroad  capital,  can  re- 
ceive public  approval  only  when  accompanied  by  efficiency  in 
the  transportation  service  and  coopcralion  in  labor  relation- 
ships.   The  demands  of  railroad  employees  for  increases  in 

gcs,  improvement  in  working  conditions,  and   rcpresenta- 

n  in  railroad  control  can  be  given  serious  consideration  only 
if  railroad  labor,  on  its  part,  comes  to  realize  the  paramount 
public  interest  in  the  proper  functioning  of  transportation  en- 
terprise, and  the  need  of  ready  recognition  for  the  jusi  claims 
of  capital  invested  in  railroad  undertakings.    The  nature  of 
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these  interests  will  be  subjected  to  examinatioit  and  analyns  in 
the  diapters  immediately  following.  The  essentuls  of  recon- 
structive policy  in  railroad  regulation  can  be  i»ofitably  grouped 
around  the  three  questions  that  follow :  unity  of  operation  and 
railroad  service;  rates,  credit,  and  financial  return;  and  rail- 
road labor  and  continuity  of  operation. 


CHAPTER  VII 


UNITV  OP  OPERATIOS   AND  RAILROAD  SERVICE 


The  prime  objective  of  reconstruction  in  railroad  policy  is 
to  secure  an  adequate  transportation  service.  The  most  strik- 
ing defect  in  the  functioning  of  American  railroads  in  recent 
years — a  defect  which  was  accentuated  but  not  created  by 
war  conditions — has  been  their  inability  to  meet  satisfactorily 
the  national  Iransporlation  needs.  Corporate  ownership  and 
private  management  can  be  perpetuated,  therefore,  only  i£ 
the  individual  interests  of  the  carriers  are  suflicienlly  subordi- 
nated to  the  demands  of  public  necessity  to  provide  ample 
transportation  facilities.  The  task  of  regulation  is  to  create 
legal  conditions  surrounding  the  railroad  induMry  that  will 
render  this  end  reasonably  capable  of  achievement.  While 
financial  safeguards  for  the  maintenance  of  railroad  credit 
(through  the  equitable  adjustment  of  the  level  of  charges  and 
the  rate  of  return)  and  the  development  of  stabilitj-  in  labor 
relationships  (through  the  establishment  of  fair  wages  and 
working  conditions  and  some  degree  of  labor  representation 
in  matters  affecting  the  interests  of  railroad  employees)  are 
essential  to  the  improvement  of  transportation  service,  the 
initial  prt^Iem  is  to  facilitate  the  normal  functioning  of  the 
railroad  industr>',  through  the  legalization  of  cooperative  ef- 
fort, and  to  stimulate  the  fullest  possible  utilization  of  rail- 
road plant  and  equipment,  through  the  progressive  adoption 
of  means  of  railroad  unification.  Our  first  concern,  then,  in 
considering  the  essentials  of  reconstructive  policy  under  a 
system  of  private  management,  mu.it  be  directed  to  the  ques- 
tion of  unity  of  operation  and  railroad  service. 
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§/.    The  Nature  of  Railroad  Competition 

Sound  policy  in  railroad  regulation  must  be  {grounded  in  a 
sound  conception  of  ihc  nature  ot  the  industry;  and  the  dis- 
tinctive character  of  the  industry  spring  primarily  from  the 
peculiar  nature  of  railroad  competition.  In  ordinary  busi- 
ness undertakings — in  extractive,  manufacturing,  and  mercan- 
tile pursuit!) — the  aulonruitic  and  dominant  force  of  competition 
generally  serves  to  protect  the  public  against  unreasonable 
prices  and  inferior  goods  or  services.  Such  industries  are 
commonly  regarded  as  "private."  and  the  conscious  authority 
of  the  state  is  but  infrequently  invoked  to  modify  the  opera- 
lion  of  compeiilive  forces,  Railroad  transportation  is  dif- 
ferentiated from  these  so-called  prix'atc  industries  because  of 
the  abnormal  functioning  of  the  competitive  principle.  As  a 
result  of  inherent  physiicnl  and  economic  characteristics  of  the 
railroad  industry,  competition  is  slow  (o  arise,  limited  in  its 
operation,  and  prone  to  be  sel f-dcsiruciive.  The  dominant 
tcndenc)-  in  the  fichl  of  railroad  transportation  is  toward  op- 
eration under  conditions  of  virtual  monopoly.  For  this  rea- 
son, fundamentally,  the  railroads  are  declared  to  be  "affected 
with  a  public  interest,"  and  their  policies  and  activities  are 
subjected  to  government  regulation.  What,  concretely,  arc 
the  determining  factors  which  account  for  this  abnormal  na- 
ture of  railroad  competition? 

Gimpetition  is  slow  to  arise.  The  mere  magnitude  of  rail- 
road plant  and  facilities  and  the  complexity  of  railroad  opera- 
lion  tend  to  render  the  railroad  industry  "naturally  monopolis- 
tic." To  build  and  equip  a  railroad  between  two  localities. 
even  when  tlie  distance  between  them  i»  relatively  short,  re- 
quires a  vast  amount  of  capital  and  involves  the  lapse  of 
much  time :  rights  of  way  must  be  purchased  and  graded  into 
roadbed :  tracks  must  be  ballasted  and  laid ;  stations,  freight 
terminals,  roundhouses,  shops,  and  power  plants  must  be  con- 
structed: locomotives,  cars,  and  work  equipment  must  be 
procured;  telegraph   lines  and   signal   systems   must  be  in- 
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stalled;  adminiEtrative,  traffic,  and  operating  organizations 
must  be  developed;  and  a  sufficiently  large  and  diversified  de- 
mand for  the  transportation  services  of  the  new  carrier  must 
be  built  up  (o  render  the  enterprise  financially  practicable. 
These  tasks  can  be  accomplished  only  through  command  of 
large  resources  and  after  the  consumption  of  tong  periods  of 
time.  And  the  difikulties  of  securing  the  necessary  capital 
for  railroad  construction  arc  accentuated  when  new  lines  are 
projected  through  territory  already  served  by  one  or  more 
roads — when  the  purpose  of  the  new  construction  is  to  com- 
pete with  parallel  existing  lines.  The  duplication  of  railroad 
plant  is  costly  and  wasteful,  and  the  financial  outcome  of  such 
an  urtdertaking  is  decidedly  problematical. 

Railroad  coni[H-tition  is  also  hmitcd  in  the  scope  of  its  op- 
eration.   Even  ui  those  cases  where  the  flow  of  traflic  between 
important  industrial  centers  warrants  the  construction  of  more 
than  one  system  of  transportation,  two  roads  arc  seldom  built 
that  are  in  the  strict  sense  parallel.    The  only  hope  of  secur- 
ing s  successful  financial  outcome  for  a  new  railroad  project 
which  is  to  compete  with  an  c-Mabli^hed  railroad  system,  lies 
^^  the  policy  of  tapping  separate  and  independent  local  reser- 
^Bairs  of  traffic.     The  new  road  may  connect  the  important 
^Knters  served  by  the  old,  but  beyond  such  points  il  will  gen- 
^Bally  diverge  and  scr%-e  a  local  territory  of  its  own.     Even 
^Hbere  cooDpetitton  is  most  active,  therefore,  there  will  be 
^fttunerous  towns  and  villages  in  the  territory  affected  thai  must 
be  dependent  for  railroad  service  upon  a  .single  carrier.     Be- 
cause of  physical  and  financial  exigencies,  railroad  competi- 
tion is  necessarily  only  partial  tn  its  scope;  it  nmnot  exercise 
the  wide  influence  which  is  possible  in  the  manufaclurii^  in- 
dustries and  in  coounereial  enterprise. 

But  more  fundamental  than  these  qualities  of  railroad  com- 
petition is  the  fact  that  it  tends  to  be  sd  f -destructive.  Even 
where  rivalry  between  parallel  or  competing  lines  does  exist, 
the  normal  outcome  of  the  stru^le  for  traffic  is  some  form 
cooperative  arrangement — a  more  or  less  complete  merger 


iRiic  principle  of  increasing  returns ;  or  mo 
stated,  the  railroad  service  is  subject  to  deci 
From  one-half  to  Iwo-thirds  of  all  the  expcndit 
to  ihc  provision  of  transportation  service  arc,  in 
constant.  Once  a  normal  traffic  is  established,  ih 
a  substantial  increase  in  ihesc  expenditures  I 
growth  in  business  nor  a  measurable  reduction 
cause  of  a  decline  in  the  amount  of  service  rq 
return  upon  capital  investment  in  permanent 
tutcs  a  fixed  charge  on  the  railroad  structure;  i 
this  burden  is  increased  only  when  a  regular  an 
expansion  in  the  flow  of  traffic  necessitates  addil 
termcnls,  extensions,  or  new  cciuipment,  and  i 
generally  decreased  only  upon  reorganization  fol 
cial  emliarrassment.  When  these  readjuslmeii 
the  return  on  investment  again  bccomcii  an  inva 
At  any  given  time,  therefore,  the  capital  cost  of 
lation  service  Is  relatively  con.slani,  r^ardless  0 
or  kind  of  traffic  carried.  In  order  that  the  ra 
may  function  at  all,  roadway  and  tracks  must  b< 
nals  and  equipment  must  be  constructed ;  and  thi 
vtding  these  facilities  docs  not  vary,  within  broa 
ti>e  temporary  ebb  and  flow  of  the  traffic  hur 
manner,  a  large  proportion  of  Ihc  operating  . 
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and  neccssitites  additions  only  to  such  portion  of  the 
ling  expenses  as  are  variable.  It  follows,  therefore,  that 
Etcnt  of  the  service  can  be  greatly  increased  without  a 
rtionate  increase  in  cost,  and  that  every  increase  in  traf- 
ids  (under  normal  conditions)  to  more  than  a  propor- 
e  increase  in  firumcial  return.  This  tendency  to  decreas- 
nit  costs  and  to  increasing  margins  of  proht  renders 
Bd  competition  abnormally  intense  and  transforms  it  into 
nost  unreasoning  struggle  for  traffic.  The  diversion  of 
[e  from  competing  lines  becomes  so  manifestly  advan- 
is  that  resort  is  had  to  any  reduction  in  the  level  of 
short  of  the  actual  out -of -poclcet  cost,  that  will  attract 
isiness.  Destructive  rate-wars  and  unjust  discriminatory 
ees  are  the  inevitable  tools  of  the  stru)^le,  and  the  foun- 
is  arc  thereby  laid  for  the  complete  cessation  of  the 
■lilive  process. 

t  fact  that  railroad  expenditures  arc  so  largely  fixed  or 
int  accounts  for  another  significant  characteristic  of  the 
ad  industry.    The  Iransporlalion  services  of  the  railroad 
[au'geiy  rendered  at  joint  cost,  and  this  further  operates  to 
iify  the  struggle  for  traffic.    Only  a  small  proportion  of 
rating  expenses,  and  even  a  smaller  part  of  the  capital 
can  be  allocated  to  specific  shipments  nf  goods  or  even  to 
classes  of  service.    The  constant  expenditures  are  in- 
in  support  of  the  transportation  structure  as  a  whole, 
the  variable  expenses,  the  out-of-pocket  costs,  the  out- 
,t  woukl  be  saved  but  for  the  performance  of  a  given 
rtation  task  (such  separable  expenditures  as  those  for 
ing  and  unloading),  can  be  dc6nitcly  attributed  to  par- 
lar  types  of  service  or  to  the  carriage  of  particular  units  of 
it.    Interest  on  capital  invested  in  permanent  plant,  main- 
charges  on  roadway  and  track  and  equipment,  upkeep 
for  terminal  facilities,  and  expenses  of  general  admin- 
do  not  vary  proportionately  with  fluctuations  in  vol> 
id  ciiaracter  of  traffic,  and  although  they  constitute  an 
I  part  of  the  total  cost  of  every  transportation  service 
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rendered,  they  cannw  be  apportioned,  without  frequent  reliance 
upon  arbitrary  allocations,  among  (he  innumerable  and  higlily 
diversified  services  perfonned  by  the  Ironsportntion  system.  I' 
spite  of  recenl  advances  in  accounting  praclice  and  the  d 
velopmcnt  of  in^nious  devices  for  the  separation  of  expeni 
lures,  it  is  still  impossible  to  ascertain  the  spccilic  cost  of  a 
specific  service  in  the  railroad  field.  As  a  result,  the  lowest 
remunerative  rate  at  which  each  transportation  service  nuy 
be  rendered  is  practically  impossible  of  determination,  and  the 
profitable  limit  of  rale  reduction,  aside  from  Ihc  influence  of 
actual  out-of-pocket  costs,  becomes  largely  a  matter  of  the 
interaction  of  intelligent  guesswork  and  cxiemat  pressure. 
Under  the  stress  of  these  conditions  ruinous  and  de.structive. 
rate-cutting  is  a  natural  consequence  of  active  competition. 

The  fact  of  increasing  returns  and  joint  costs,  then,  ten' 
to  render  railroad  competition  self-destructive.  The  ove 
keen  rivalry  of  competing  lines,  induced  by  the  prospect  o 
profits  th.it  increavr  more  rapidly  than  the  growth  of  traffic  an' 
accentuated  by  the  lack  of  accurate  knowledge  as  to  real  cost 
inevitably  leads  to  a  realization  that  survival  is  possible  only 
through  cooperative  effort.  The  normal  result  of  the  com 
pctitive  struggle,  therefore,  is  an  understanding,  formal  or  in 
formal,  as  to  division  of  traffic  and  maintenance  of  rates;  a 
oortsoltdation,  more  or  less  complete,  of  railroad  properties  ot, 
of  transportation  sj-stcms;  the  establishment,  in  some  degre«. 
of  identity  of  interest  and  unity  of  action.  TItere  b  a  perma 
ncnt  tendency,  in  the  free  functioning  of  the  railroad  industry, 
toward  the  dominance  of  monopoly  conlroL 

5^.    Private  OpertUion  and  Ihe  Competitive  PrindpU 

Our  system  of  regulation  prior  to  the  Feder<il  Control  period 
failed  to  reflect  a  consistent  recognition  of  the  essentially 
tnonopolistic  character  of  railroad  transportation.  One  of  the 
fundamental  defects  of  that  system  was  its  insistence  on  the 
enforcement  of  the  competitive  principle.    This  defect,  unfof 
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tunate  and  tiarmful  as  it  has  proved  to  be,  arose  quite  naturally 
in  lite  development  of  public  control.  Railroad  regulation  was 
the  product  of  popular  animosity  against  the  exorbitant  charges 
and  unbridled  discriminations  of  private  management.  Ac- 
cordiii(;ly,  when  the  states  undertook  to  establish  a  system  of 
control  that  would  curb  the  misused  powers  of  the  carriers, 
tliere  was  no  ihouglit  that  regulation  might  be  desirable  as  an 
aid  toward  mon>  efhcicnt  operation  or  as  a  protection  to  the 
roads  themselves  against  the  effects  of  destructive  competition. 
The  economic  cliaracteri».liai  of  the  railroad  industry  were 
still  unrecognized,  and  the  time  was  not  yet  ripe  for  a  con- 
structive railroad  policy.  Since  competition  had  been  accepted 
a*  the  chief  means  of  securing  fair  dealing  in  ordinary  indus- 
trial enterprise,  our  legislators  assumed  that  like  results  could 
be  obtained  in  the  railway  field  through  the  enforcement  of 
competition — ignoring  tlie  fact  that  many  of  the  moM  striking 
evils  of  railroad  practice  were  largely  the  result  of  intense 
competition. 

'riic  chief  source  of  railroad  abuse  was  deemed  to  be  mo- 
nopoly. The  report  of  the  W'indom  Committee  of  the  United 
States  Senate,  submitted  in  1874,  provides  an  interesting  illus- 
tration of  this  attitude.  This  Committee,  authorized  to  investi- 
gate the  need  of  federal  regulation,  recommended  the  con- 
struction of  a  government  railroad  between  the  Mississippi 
River  and  the  Atlantic  seaboard,  and  the  improvement  of 
waterway  facilitfes.  It  was  believed  Uiat  the  operation  of  a 
government  owned  railroad,  which  could  not  be  drawn  into 
any  monopolistic  arrangement  with  the  private  carriers,  cou- 
pled with  the  competition  of  the  new  waterways,  would  effec- 
tively check  the  evils  of  private  management,  render  federal 
regulation  unnecessary,  and  provi<Ic  an  adequate  solution  of 
the  railroad  problem.  While  this  conccf>lion,  in  its  initial  im- 
maturity, has  not  continued  to  ilie  present  day,  there  has  been 
little  abatement  of  the  deep-seated  distrust  of  monox>oly  which 
gave  rise  to  this  early  attitude  toward  the  railroads.  The 
poliq'  of  enforced  competition  lias  persisted,  in  spite  of  the 
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clearer  recognition  of  the  nature  of  the  railroad  indurtry 
liie  adoption  of  stringent  measure!!  of  positive  control 

What  arc  Ute  concrete  forais  in  which  this  policj'  has  foun<l 
expression?     First,  there  is  the  anti-pooling  clause  of  the 
original  Act  to  Regulate  Commerce,     Prior  to  1887  railroad 
niiMtagcTs  had  secured  some  relief  from  ihc  pressure  of  com- 
petitive practice  through  the  device  of  pooling  Irafhc,  or  rev-j 
enue,  or  both.    The  purpose  and  effect  of  these  [woling  ar 
rangements  were  to  clinitiiate  the  motive  for  rate-eutling,  to] 
stabilize  railroad  chaises,  and  to  prevent  the  meml>cr6  of  tlicj 
pool  from  pushing  competition  to  financial  destruciion.    Wide- 
fiprcad  ami  fre<iuent  resort  to  this  method  of  cooperation  was  a 
natural  outcome  of  the  character  of  railroad  competition.    But  ^ 
l»oling  was  viewed  with  distrust  because  of  the  taint  of  mo-H 
nopol}- — the   fact  that   railway   service,    for   the   nio^l   part, 
remamcd  on  3  competitive  hasis,  was  not  regarded  as  a  suffi- 
cient safeguard — and  the  prohibition  of  pooling  was  incor* 
poratcd  into  the  Act  of  1*^*7.     And  in  1897,  a  decade  later,] 
the  ]>olicy  of  enforced  competition  was  further  extended , 
through  the  decision  of  the  United  Stales  Supreme  Court  inj 
the    Trans-Missouri    Freight    Association   ease    whereby    tlie 
Sherman  Anti-Trust  Act  was  declared  to  be  applicable  to  the 
railroads.    There  was  a  clear  failure,  once  more,  to  dit^tingutsli  | 
between  the  naturally  mono|iolistic  cbaractcr  of  the  railruaJI 
industry  and  the  artiiictal  attempts  to  eliminate  competition 
through  contracts  and  combinations  in  restraint  of  trade  in  tbe 
industrial  field.    In  ttiis  manner  railway  rate  agreements,  short 
of  pooling,  were  likewise  invalidated,  and  the  initial  step  was  ^ 
defbitely  talicn  toward  the  prevention  of  actual  merger  andfl 
consolidation  between  competing  carriers.    As  a  result  of  tlie 
Xortliem  Securities  decision  of  1904  and  of  subsequent  de- 
terminations, the  Supreme  Court,  in  interpreting  and  applying 
the  anti-tntst  act,  has  rendered  ill^al  one  form  of  railroad 
cooperation   after  another,   as  the  carriers   have   attempted, 
through  holding  companies,  meters,  and  leases,  to  circumvent 
the  prohibitions  of  the  law.     Finally,  tlvc  railroad  provisioos 
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of  the  Qayton  Ac*  of  1914  gave  concrete  legislilive  sanction 
(o  the  results  of  judicial  intcrprctalion.     Railroads  were  pro- 
hibited from  purchasing,  except  for  investment,  the  whok-  or 
any  part  of  the  stock  of  competing  carriers  "where  the  effect 
of  such  acquisition  may  be  to  substantially  lessen  competition 
between  the  corporation  whose  stock  is  so  aajuircd  and  the 
corporation  making  the  acquisilion,  or  to  restrain  siK'h  com- 
merce in  any  section  or  community,  or  tend  to  create  a  mo- 
nopoly of  any  line  of  commerce."    The  aggregate  effect  of  the 
policy  of  enforced  competition  thus  briefly  outlined   was  to 
obstruct   the  natural  development   of   the   railroad   industry. 
Cooperation  between  competing  lines  constitutes  a  dominant 
tendency  in  the  normal  functioning  of  tran.sportat>on  cnler- 
^Hprise.     Pooling  arrangements,  rate  agreements,  consolidations 
^Hftnd  mergers  are  but  forms  of  niilroad  cooperation.    Tliey  serve 
^Bto  free  both  the  ptiblic  and  the  carriers  from  the  evils  of  un- 
^Bb'cstrained  competition,  and  they  provide  the  necessary  basis, 
^Mvhcn  subject  to  the  supervision  of  public  authority,  for  the 
^Hdevelopment  of  an  adequate  transportation  service. 
^^     But  this  policy  of  legally  enforced  competition  was  not  the 
only  factor  that  C3us«-d  the  com])etilivc  princi])le  to  dominate 
the  activhies  of  the  railroads.    Tlie  system  of  private  multiple 
^Bownership  of  the  railroad  properties  placed  further  obstacles 
^"In  the  way  of  helpful  co"ii>cralionT  it  prevented  such  common 
•       utilization  of  plant  and  such  unification  of  facilities  as  might 
be  essential  for  the  promotion  of  the  general  tTans[>ortalion 
sen-ice.     There  arc  in  the  Cnitcd  States  hundreds  of  inde- 
pendent railroad  corporations  operating  s]-stems  of  the  first 
rank  or  less  important  "short  line"  roads.    In  so  far  as  these 
carriers  operate  competing  lines,   legal  restrictions  serve  to 
confine  the  scope  of  thdr  cooperative  relationships  within  very 
narrow  limits.    But  even  within  the  scope  of  legal  action — in 
the  case  of  non-competing  railroads  and  as  regards  those  forms 
f  cooperation,  such  as  the  joint  use  of  terminals,  not  pro- 
ibitcd   by   law — the  powerful   motive  of  private  profit  has 
rgely  inhibited  the  development  of  cooperative  effort.    Every 
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railroad  corporation  h  ini[>e1Ic(l  by  its  own  financial  welfare  to 
exploit  for  its  exclusive  benefit  any  special  economic  superior- 
ity it  may  possess.  If  a  given  company  owns  or  controb  a 
•hort  and  cheap  route  between  important  centers,  or  a  large 
and  strategic  terminal,  or  valuable  wharfage  facib tics— differ- 
ential advantages  without  the  legal  reach  of  other  lines — it  will 
seek,  in  the  very  nature  of  the  cas€,  to  secure  to  itielf  alone  the 
financial  fruits  of  these  advantages.  The  convcnieiKe  of  com- 
peting lines  and  the  needs  of  public  interest  will  be  regarded 
as  secondary  considerations.  Each  rwid  seeks  to  obtain  all 
the  traffic  it  can  handle  profitably,  regardless,  equally,  of 
whether  other  carriers  might  transport  it  more  cheaply  and 
expeditroiisly.  or  whether  its  acceptance  will  cause  congestion 
on  connecting  lines.  Its  own  equipment  and  facilities  arc  re- 
served primarily  (or  its  own  business;  private  profit  rather 
than  public  advantage  is  the  determining  (actor  in  their  dis< 
position  and  use. 

The  fundamental  fault  of  our  system  of  railroad  regulation 
in  this  matter  is  not  that  it  has  put  actual  obstacles  in  the  way 
of  these  necessary  cooperative  relationships.  The  defect  is 
nc^tive  rather  than  positive.  The  provision  of  adequate 
facililic:!,  the  unification  of  terminals,  the  joint  use  of  equip- 
ment, the  disiKJsirion  of  strategic  water-front  locations,  the 
routing  and  control  of  traffic — all  these  and  many  other  adjust- 
ments afTccting  the  adequacy  of  the  transportation  service, 
present  problems  of  urgent  public  concern  which  have  failed 
to  evoke  government  action.  They  have  been  largely  neglected 
by  both  stale  ami  federal  autliorities  becau.se  railroad  regula- 
tion, as  it  has  developed  in  the  past,  has  been  essentially 
restrictive  and  ttot  constructive;  it  has  aimed  to  protect  the 
public  against  positive  abuses,  not  to  provide  the  community 
with  an  efficient  sy-stem  of  railroad  transportation.  The  evil 
effects  of  ihts  neglect  are  coming  to  be  felt  with  constantly 
increasing  pressure.  These  chaotic  competitive  conditions  ren- 
dered the  war  task  of  the  railroads  impossible  of  satisfactory 
accomplishment  under  private  management,  and  the  normal 
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growth  of  the  traffic  burden  is  exceeding  the  transportatiun 
capacit>'  of  our  uncoordinated  railroad  structure.  Just  as  long 
as  the  transportation  service  is  provided  by  a  large  number  of 
separate  and  distinct  operating  companies,  the  profit  motive 
will  constitute  an  evcr-prcscnt  obstacle  10  railroad  cooperation 
for  parposvf  of  efficiency ;  and  just  as  long  as  our  system  of 
public  regulation  ignores  the  necessity  of  evolving  and  enforc- 
ing suitable  cooperative  arrangements,  this  obstacle  will  remain 
insurmountable  and  the  railroads  will  continue  to  function  on  a 
purely  individual  and  competitive  basis. 

%3.    The  Nctd  of  Vnidcotion 

We  have  assumed,  at  least  by  implication,  that  the  public 
welfare  demands  a  tnore  cmnpleie  unification  of  all  transporta- 
tion facilities  than  was  possible  tinder  the  traditicmal  system 
of  piiblic  regulation.  Our  present  task  is  to  examine  more 
concretely  the  extent  and  character  of  this  need,  and  the  chief 
advantages  likely  to  flow  from  its  fulfilment. 

We  have  already  noted  that  the  transportation  service  has 
failed,  in  recent  years,  to  keep  pace  with  t!ie  growth  of  indu»- 
trial  activity  and  the  expansion  of  traffic  demands.  Both  the 
extensive  and  the  intensive  development  of  railroad  plant  and 
equipment  have  proved  inadequate  to  meet  the  constantly  in- 
creasii^  burden  of  transportation  needs.  The  frequent  recur- 
rence of  car  shortages,  freight  tie-ups  and  congestion,  delajrs 
^in  traffic  movement  and  embargoes,  and  the  threatened  collapse 
^■F  the  entire  railroad  stmctuie  which  led  to  the  a.ssumption  of 
^Bederal  Control,  arc  but  tangible  evidences  of  this  inadequacy. 
^^Dndcr  these  circumMances,  it  is  obviously  imperative  that  the 
best  and  most  efficient  use  possible  be  made  of  the  existir^ 
plant.  This  can  be  accomplished  only  through  far-reaching 
rative  arrangements.  The  term  "pooling,"  better  than 
ly  other  perhaps,  suggests  the  character  of  the  need — "pool- 
'  as  applied  to  the  entire  complex  of  facilities,  organization. 
id  resources  that  constitute  the  tnosportation  system.     By 
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this  rneans  alone  can  (Ik  milroad  plant  as  a  whole  be  fully 
utilized.  If  one  carrier  or  one  section  ot  the  country  possesses 
a  surplus  of  tniclive  power  or  rolling  stock,  while  shortage 
exists  elsewhere,  the  public  interest  can  best  be  served  by  plac- 
ing the  surplus  power  or  equipment  at  the  disposal  of  the 
general  transportation  service.  In  like  manner,  if  the  carriage 
of  necessary  tonnage  is  to  be  facilitated,  terminals,  shops,  and 
wharves  must  be  open  to  all  roads  on  equal  terms.  Frdglit 
must  be  routed  over  (lie  Uncs  best  able  to  move  it  to  its  destina- 
tion. The  flow  of  traffic  must  be  controlled,  it  necessary,  by 
general  embargoes  established  in  response  to  public  need,  and 
not  by  special  embargoes  issued  by  individual  roads  to  meet  the 
exigencies  of  local  congctlion  or  corporate  advantage.  In  a 
word,  the  possibility  of  pooling  all  available  railroad  resources, 
under  public  direction  and  with  due  provision  for  adequate 
compensation,  constitutes  the  most  fundamental  requisite  for 
the  improvement  of  the  tran-sportation  service.  This  fact  was 
recognized  during  the  war  period.  Tlie  need  of  unity  of 
operation  was  one  of  the  effective  causes  of  Federal  Con- 
trol, and  the  marked  success  with  which  the  Railroad  Ad- 
ministration's program  of  unification  was  executed  provides 
the  most  significant  contribution  of  the  government  effort  to 
permanent  reconstructive  policy.  Tlie  Iwcniy-six  months  of 
unified  operation  have  led  to  a  general  realization  of  the  sub- 
stantial advantages  b>-  way  of  improved  and  increased  service 
that  can  be  derives)  from  railroad  cooperation.  Tliis  realization 
has  paved  the  way  for  a  reversal,  eventually,  of  our  historic 
policy  of  enforced  competition,  and  for  the  provision  of  or- 
derly methods  of  unification. 

But  aside  from  the  acknowledged  necessity  of  a  greater  de- 
gree of  operating  unity  as  a  means  of  securing  fuller  utilization 
of  railway  plant,  unification  promises  to  eliminate  or  to  mini- 
mize many  of  the  other  diflicullies  inherent  in  a  transportation 
system  which  consists  of  a  large  number  of  independent  and 
competing  railroads.  One  of  the  most  important  of  these 
difficulties  arises  from  tlie  unequal  financial  effect  of  any  given 
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In-el  of  rat«s  upon  Uie  various  roads  to  which  it  applies.  Un- 
der pre\-ailtt%  conditions  some  carriers  arc  hound  to  po&sess 
marked  advantages  over  otlicrs — in  physical  structure,  in  finan- 
cial organization,  in  oj«rating  efficiency,  in  density  of  IrafTic. 
in  progressivcness  of  management.  In  so  far  as  these  advan- 
tages arc  the  result  of  superior  skill  and  initiative  they  con- 
stitute a  {)ro]>er  hasis  for  differential  returns.  Rut  in  fo  far  as 
the  emergence  of  excess  profits  U  the  result  of  accidental 
factors  or  of  the  general  development  of  the  community,  it  is 
inconsistent  with  the  adequate  protection  of  the  puhlic  interest, 
in  view  of  the  character  of  the  transportation  function,  to 
recognize  the  particular  carriers  involved  as  the  sole  bene- 
ficiaries of  these  returns.  Shorter  routes,  better  grades,  more 
favorably  situated  terminals,  and  more  thickly  populated  terri- 
tory arc  among  the  factors  which  tend  to  differentiate  strong 
from  weak  roads,  but  they  do  not  justify  exclusive  private 
apprc^rialton  of  the  savings  that  result  from  these  advan- 
tages. Railroad  rates,  however,  must  be  so  adjusted  as  to  cover 
operating  expenses  and  provide  a  fair  return  for  all  the  roads, 
if  the  public  is  not  to  be  deprived  of  essential  transportation 
service.  The  stronger  road.*  often  prosper  under  a  schedule 
of  charges  that  drive  the  weaker  roads  to  ruin ;  and  the  pro- 
vision of  adequate  revenue  for  the  weaker  roads  frequently 
leads  to  excessive  returns  for  the  stronger.  What  are  the  de- 
mands of  public  policy  in  the  circumstances?  Tlie  nature  of 
the  difficulty  and  the  character  of  its  solution  will  receive 
further  coasideration  in  the  next  chapter,  in  connection  with 
our  discussion  of  rates  and  financial  return.  It  is  obvious, 
however,  tliat  a  far-reaching  policy  of  unification  would  help 
dispose  of  this  so-called  strong  and  weak  road  problem.  Any 
policy  which  proposes  the  orderly  development  of  railroad  con- 
solidations, as  an  adequate  policy  must,  and  docs  not  limit  itself 
to  the  mere  enforcement  of  joint  use  of  facilities,  is  bound, 
through  the  consequent  merging  of  the  weaker  companies  with 
tlicir  stronger  competitors,  to  facilitate  the  task  of  rate  r^ub* 
tion.    Kate  schedules  could  then  be  uniformly  applied  to  all  the 
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roads  in  a  given  region,  williout  starving  some  and  allowing 
unreaMinable  profits  lo  others. 

The  marked  decline  in  railroad  credit  during  recent  years 
lias  likewise  proved  a  source  of  embarrassment,  and  the  need 
of  ittrcngtlicning  and  coordinating  the  financial  operations  of 
the  railroads  was  anolhcr  efTcctive  cause  of  Federal  Control. 
Lack  of  credit  has  obstructed  the  necestary  flow  of  cafMlal 
into  railroad  entcriirisc:  it  has  prevented  the  satisfactory  de- 
velopment of  new  constnidion,  has  reduced  improvements  in 
equipment  and  facilities,  has  resulted  in  deferred  maintenance 
of  existing  plant.  Impairment  of  the  transportation  service 
was  the  inevitable  effect.  While  absence  of  unification  has 
not  been  the  most  fundamental  obstacle  to  attracting  capital  to 
the  railroad  field,  Ihc  )ega1i;tation  and  encouragement  of  rail- 
road consolidations  may  reasonably  be  expected  to  improve 
the  condition  of  the  roads  in  this  respect.  Credit  may  be  pooled 
as  well  aa  facilities.  Tlie  advantages  which  accrued  during 
the  war  emergency  through  placing  the  credit  of  the  Govern- 
ment back  of  the  railroads,  in  order  that  needed  extensions 
might  be  made,  may  be  permanently  secured,  in  large  measure, 
through  supporting  the  smaller  roads  by  the  combined  credit 
of  the  great  railroad  systems.  The  substitution  of  a  relatively 
smalt  number  of  great  transportation  systems,  for  the  numer- 
ous independent  and  competitive  railroad  corporations  of  the 
present  day,  would  render  less  difficult  ttie  adequate  support  of 
railroad  credit,  just  as  it  would  increase  tlic  extent  of  trans- 
portation ser%')ce  and  facilitate  the  task  of  rate  regulation. 

Not  only  would  service,  rates,  and  credit  be  radically  and 
favorably  affected  by  a  change  of  policy  in  the  direction  of 
greater  unification,  but  many  of  the  remaining  problems  of 
rcgiilation  would  be  materially  simplified,  The  evils  of  over- 
capitalization and  financial  manipulation  from  which  both  the 
public  and  the  railroads  have  suffered  incalculable  harm  in  the 
past  could  be  the  more  easily  combated  with  substantial  reduc- 
tion of  the  number  of  independent  carriers  through  the  process 
of  consolidation.    The  function  of  regulating  railroad  capi- 
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talization  would  be  nalunilly  centered  in  the  Federal  Govern- 
ment, and  the  satisfactory  performance  of  the  task  would  be 
more  easily  effected.  Tlierc  would  be  a  tendency  to  reduce  the 
complexity  of  security  is&ue.s  and  to  eliminate  worthless  paper 
— to  the  investor's  cntif^lenmcnt  and  protection — and  to  im- 
prove the  credit  position  of  the  railroad  corporations — to  the 
advantage  of  the  public.  Relief  from  the  stress  of  competitive 
pressure  would  also  remove  the  primary  motive  to  discrimina- 
tory practices,  in  service  as  well  as  in  charges,  and  the  task  of 
the  Interstate  Commerce  Commission  in  enforcing  equality  of 
treatment  as  between  different  shippers,  industries,  and  com- 
munities would  be  correspondingly  lightened.  Labor  relation- 
ships would  be  more  satisfactorily  adjusted  because  of  the 
greater  ease  with  which  employment  could  be  classified  and 
wages  and  working  conditions  standardized.  And,  as  the 
economies  of  operation  that  can  reasonably  be  obtained  through 
urnficd  practice  come  to  be  realized,  reductions  in  die  rate  \evc\ 
might  become  possible  without  involving  discouragement  to 
capital  investment. 

A  policy  of  unification  seems  imperative,  therefore,  if  the 
best  interests  of  the  public  arc  to  be  sensed.  Fuller  utilization 
of  plant  and  facilities,  greater  uniformity  in  financial  returns, 
better  credit,  more  stable  securities,  less  likelihood  of  resort 
to  discrimtnatton,  improved  labor  conditions,  and  lower  rates — 
in  short,  a  more  adequate  transportation  service — may  well  be 
expected  to  result  from  tlie  rdinciuishmcnt  of  our  historic 
reliance  upon  competitive  operation  in  favor  of  a  policy  of 
unification.  What,  now,  are  the  concrete  forms  and  specific 
prmciples  best  suited  to  secure  the  advantages  of  such  a  policy? 


S^.    The  Forms  of  Unification 

The  problem  of  unification  on  the  practical  side  is  largely 
4  question  of  the  degree  to  which  the  process  ought  to  be  car- 
ried. There  is  need  of  the  maximum  of  unification  conducive 
to  the  maintenance  and  development  of  high  standards  of 
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transports  lion  efficiency,  short  of  the  creation  of  such  great 
private  monopolies  as  may  grow  too  powerful  for  public  safety 
or  too  unwieldy  for  advantageous  operation.  The  available 
expedients  vary  from  the  simple  device  of  repealing  repressive 
anti-monopoly  legislation,  to  the  establiilunent  of  a  single 
private  company  by  which  the  entire  railroad  industry  raiglit 
be  operated. 

We  have  noted  that  our  past  kgislative  policy  has  arrested 
the  natural  trend  toward  railroad  cooperation  and  consolida- 
tion. The  repeal  of  the  anti-pooling  clause  of  the  Act  to 
Regulate  Commerce,  and  the  removal  of  the  railroads  from  tite 
scope  of  tlie  anti-trust  ittntutes — the  reversal,  in  other  word^, 
of  our  traditional  anti-monopoly  altitude  toward  the  railroads 
— would  doubtless  encourage  a  resumption  of  this  broken  de- 
velopment. The  repeal  and  modification  of  these  laws  consti- 
tute a  first  essential  (o  any  effective  change  in  regulative  policy. 
Taken  by  itself,  however,  such  a  program  would  certainly  be_ 
inadequate  and  would  probably  prove  dangerous.  While  pn>^ 
grcssive  consolidation  into  a  much  smaller  number  of  great  ' 
transportation  systems  would  doubtless  result.  Ilie  primary 
motives  underlytng  this  process  would  be  those  of  private  profit 
rather  than  of  public  advantage.  The  plans  of  consolidation, 
if  formulated  freely  and  without  public  supervision,  would  be 
directed  to  the  attainment  of  corporate  ends,  and  would  prob- 
ably involve  the  financial  destniclion  of  the  weaker  roads  by 
the  ."itronger.  The  public  might  thereby  be  deprived  of  the 
necessary  and  important  service  of  short  connecting  lines,  and 
the  position  of  the  smaller  carriers,  and  of  their  security  hold- 
ers, might  be  needlessly  jeopardized.  Merger  frr  st  is  not 
necessarily  desirable.  If  its  dominant  purpose  is  not  to  secure 
greater  operating  efficiency  or  increased  financial  economy  or  a 
more  equitable  adjustment  between  private  rights  and  public  _ 
interest,  but  the  mere  formation  of  irresistible  competing  units,  fl 
capable  of  destroying  such  carriers  as  remain  outside  the  con- 
trolling systems,  the  tendency  to  consolidation  may  well  be 
regarded  as  fraught  with  dangerous  possibilities. 
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The  n«xt  available  course,  then,  is  to  pcnnit  consolidations 
"in  the  public  interest."  This  policy  of  pcrmi*«ive,  rather  than 
free,  unification  would  involve,  as  before,  the  repeal  ami  modi- 
fication of  the  old  laws,  and  would  necessitate  the  enactment  of 
new  legislation  authorizing  the  regulatory  body  to  investigate 
and  pas!t  upon  such  projects  of  consolidation  as  might  be  sub- 
mitted by  the  carriers.  Approval  would  be  granted,  presuma- 
bly, only  in  those  cases  where  the  proposed  program  of  con- 
solidation is  in  liamiuny  with  public  trani^rtation  needs,  and 
docs  not  affect  adversely  the  best  interests  of  all  the  carriers 
involved.  The  Interstate  Commen-e  Conimissioii.  in  its  memo- 
randum to  tlic  Senate  Comniiltcc  on  Interstate  Commerce, 
sanctioned  this  policy  of  permissive  consolidation.  It  was  felt 
to  be  necessary  in  order  to  harmoniw  the  system  of  regulation 
with  the  nature  of  the  railroad  industr)-,  and  it  was  believed 
that  the  public  interest  would  be  adequately  safeguarded 
through  the  control  of  the  regulatory  body.  This  solution  is 
safe ;  it  is  negatively  correct.  But  it  cannot  be  reasonably  ex- 
pected to  eliminate  the  strong  and  weak  road  problem,  and  It 
is  not  likely  to  result  in  such  a  degree  of  unificjition  as  would 
secure  the  full  utilization  of  railroad  plant  and  equipment. 
Consolidation  would  still  remain  voIunI:iry.  The  extent  to 
which  unity  of  operation  is  secured  would  be  dependent  upon 
the  initiative  of  the  carriers.  Too  much  would  still  rest,  there- 
fore, on  the  motive  of  corporate  advantage  in  the  arrangement 
of  the  new  systems.  In  some  degree,  without  doubt,  the 
stronger  roads  would  voluntarily  absorb  the  weaker  lines;  for 
a  line  that  is  weak  when  standing  alone  may  prove  to  be  a  valu- 
able connection  or  feeder  for  a  larger  system.  But  in  most 
instances  powerful  companies  would  naturally  refuse  to  include 
in  their  mergers,  lines  whose  routes  are  circuitous,  whose 
physical  condition  is  poor,  whose  credit  is  weak,  and  whose 
contribution  to  the  contemplated  system  is  of  no  strategic 
value.  These  vottmtary  consolidations  would  be  directed  pri* 
marily  to  the  creation  of  more  profitable  operating  arrange- 
ments ;  the  process  of  unification  would  be  neither  sufficiently 
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complete  nor  sufitctently  systematic  to  assure  the  destrab! 
improvement  in  the  transportation  service.  This  policy  0 
permissive  unification  is  essentially  tJic  alternative  that  p 
scnt<.-d  iifvU  prior  to  the  assumption  of  Federal  Control  at  tti< 
end  of  1917.  The  decision  of  the  President  to  resort  to  pubU 
operation  was  determined,  from  the  standpoint  of  opcrati 
requirements,  hy  the  belief  ttiat  effective  unity  of  effort  c 
not  be  sccwred  through  voluntary  cooperation;  and  it  is  th' 
consensus  of  competent  opinion  that  the  policy  of  the  Govern' 
mcnt  was  both  wise  and  necessary. 

We  are  forced  to  the  conclusion,  tlierefore.  that  compulsory 
consolidation  is  essentia]  to  (he  orderly  achievement  of  operat- 
ing unity.  Tile  legi^ative  program  for  compulaory  railroad 
consolidation  includes  the  repeal  of  the  old  restrictive  lawi 
as  in  the  policy  of  free  unification  ;  the  enactment  of  tegislati< 
permitting  mtrger*  and  other  cooperative  measures  determined 
to  be  in  the  public  interest — as  in  the  policy  of  permissive  uni- 
fication ;  and  the  provision— distinctive  of  this  policy — that  if 
any  particular  con.ioli<lati»n  or  merger  not  voluntarily  entered 
into  by  tlie  carriers  appears  necessary  or  desirable  to  the  regu- 
lator)- body,  it  shall  have  power  to  order  the  adoption  of  the 
needed  measures  of  unification.  This  power  would  flow  from 
the  duty  of  the  state  to  provide  adequate  transportation  service, 
and  its  exercis*  would  involve  thoroughgoing  control  ovcf', 
rates  and  liiukncial  return,  in  order  tltat  the  ]>owcrful  monopo> 
lies  llius  created  might  not  function  in  contravention  of  the 
public  interest.  The  presumiitivc  outcome  of  such  measures 
would  be  a  transportation  sy<(tem  comprising  a  relatively  small 
number  of  highly  monopolistic  railroad  companies,  eadi  con- 
trolling the  traffic  in  its  own  field  and  maintaining  a  large  meas- 
ure of  cooperation  with  the  rest  of  the  system.  In  the  course 
of  time,  if  the  program  is  carefully  supervised  by  the  regu- 
latory body,  a  system  of  regional  railroad  companies  would 
probably  be  developetl,  and  the  unification  essential  to  operat- 
ing efficiency  thereby  achieved.  Such  a  process  of  consolida- 
tion, though  coni[m1sory,  would  be  gradual  and  natural;  the 
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danger  of  creating  unwieldy  and  unmanagvable  oi^nizations 
would  largely  be  obviated;  th«  spirit  of  competition,  as  far  as 
service  is  concerned,  would  continue  to  persist  between  the 
developing  systems;  and  the  advantages  nf  local  contact  and 
direct  relationship  between  the  mana|>;cmcnt  and  the  public 
would  not  be  entirely  sacrificed  because  of  the  growing  con- 
ceniration  of  railroad  ownership  and  control. 

This  policy  of  compulsoP)-  consolidation  must  be  di&tin- 
guifihed  from  the  regional  railroad  plan  as  commonly  advo- 
cated. The  usual  proposal  for  tlie  establishment  of  regional 
railixud  systems  is  but  one  form  of  the  policy  of  compulsory 
consolidaiion.  It  contemplates  a  procedure  somewhat  as  fol- 
lows. A;  tribunal  would  be  appcnnted  to  divide  the  country 
into  a  number  of  transportation  regions,  or  to  formulate  a 
number  of  groups  of  roads  to  be  combined  into  regional  sys- 
tems; it  would  establish  the  fair  value  of  the  properties  in 
each  of  the  several  regions  and  prescribe  the  amount  of  capital 
to  be  issued  by  the  new  companies ;  it  would  8Upcr\-ise  the 
capitalization  and  organization  of  these  regional  companies 
and  the  issuance  of  thetr  securities  in  exchange  for  those  of 
the  old  roads,  and  would  fmnlly  install  (hem  as  new  corporate 
managetnents.  Aside  from  the  magnitude  of  the  tasks  and  the 
far-reaching  character  of  Ihc  responsibilities  to  be  placed  in 
the  hands  of  the  tribunal,  ihe  mechanical  nature  of  the  methods 
involved  in  this  program  must  militate  against  its  ready  ac- 
ceptance. Compulsory  consolidation  is  desirable;  but  if  the 
outcome  is  to  be  stable  and  yet  flexible,  and  its  initiation  not 
entirely  from  without,  the  proccss^ust  be  gradual.  1'hc  scope 
and  character  of  our  future  regional  systems  should  be  devel- 
oped with  some  degree  of  spontaneity.  If  the  Interstate  Com- 
merce Commission,  in  pursuance  of  a  definite  policy  of  uoifica- 
rioD,  were  authorized  to  order  from  time  to  time  railroad 
mergers  deemed  <Ie*irable  in  the  public  interest,  the  same  ends 
would  ultimately  be  attained  as  through  Ihe  regional  railroad 
plan,  with  the  added  advantages  of  a  more  natural  grouping 
of^e  roads  and  the  retention  of  some  of  tlic  desirable  features 


340       THE  AMERICAN  RAILROAD  PROBLEM 

of  the  intvr-system  competition  of  the  present  day.  Obstnic- 
tion  on  tlie  part  of  the  carrierii  wouM  be  minimitcd,  atid  the 
systems  would  develop  in  some  conformity  to  diangiitg  condi- 
tions. And  there  is  reason  to  believe  lliut  sucJi  a  prof^m  of 
compulsory  consoliiUilion  would  result,  in  the  end,  in  as  greatly 
unified  a  system  of  eoopcratioa  as  the  traffic  needs  of  tlie  coun- 
trj-  require. 

Oiiefly  for  the  sake  of  logical  completeness,  one  further  pos- 
sibility may  be  nicntioncd  Wc  could  adopt  outright,  or,  under 
the  regional  plan,  gradually  develop,  a  system  of  railroad 
trsnsportition  under  tlie  control  of  a  single  private  operating 
company.  By  this  means  the  principle  of  unification  would  h 
be  extended  to  its  furthest  limits.  This  suggestion  can  be| 
disposed  of  without  detailed  consideration,  because  it  is  6tt 
height  of  improbability  that  such  a  plan  would  ever  approve 
itself  to  the  American  mind.  Public  distrust  of  private  mo- 
nopoly is  too  dccp-rootcd  to  tolerate  such  an  ail-embracing 
control  of  a  fundamental  industry.  The  existence  of  a  private 
corporation  in  which  is  centered  the  owuerAbtp  and  control  of 
all  our  railroads  would  justly  be  regarded  as  an  imperium  tn 
impcrio  constituting  an  ever-present  threat  against  the  free 
development  of  our  democratic  institutions.  Only  in  time  of 
emergency,  to  meet  the  demands  of  national  ncccssit)-,  does  a 
need  for  such  complete  unilication  arise.  It  might  be  desirable, 
by  way  of  preparedness,  to  enact  legislation  permitting  the 
easy  and  rapid  concentration,  in  a  manner  previously  formu- 
lated, of  all  the  railroad  systems  that  may  exist  at  any  given 
time  into  a  single  operating  junit.  Itut  in  time  of  great  public 
stress  there  is  need  not  only  for  complete  unification  of  rail- 
way effort,  but  also  for  complete  coordination  of  the  efforts  of 
the  roads  with  the  activities  of  the  Government.  It  is  probable, 
therefore,  that  even  on  those  extraordinary  occasions  when  the 
process  of  unilication  must  be  pushed  to  the  utmost  in  the  pub- 
lic interest,  some  form  of  government  operation  analogous  to 
that  of  Fwlera!  Control  would  prove  to  be  desirable. 

The  emphasis  of  the  preceding  discussion  has  been  placed] 
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upon  railroad  consolidation,  the  actual  merger  of  corporate 
entities,  as  the  primary  means  of  attaining  operating  unity. 
We  must  recognize,  however,  that  important  steps  toward  uni- 
fication may  be  taken  short  of  actual  consolidation,  and  that 
even  the  adoption  of  a  far-reaching  program  of  compulsory 
unification  would  not  di^pen-ie  altogether  with  the  necessity  of 
stKh  measures.  The  merger  of  competing  or  connecting  lines 
provides  the  most  certain  assurance  of  their  ftiture  harmony  of 
action.  But  it  is  impossible,  even  if  it  were  desirable,  that  all 
necessary  and  feasible  mergers  should  be  accomplished  in- 
stantly. The  policy  of  picce-mcal  consolidation,  whether  vol- 
untary or  compulsor>',  necessarily  contemplates  the  existence 
for  3  rclalix'ely  long  period  of  time  of  a  large  number  of  inde- 
pet>dent  carriers;  and  even  the  regional  railroad  plan  proposes 
the  establishment  of  a  number  of  distinct  transportation  sys- 
tems. In  the  absence  of  complete  consolidation,  therefore,  it  is 
necessary  to  provide  for  a  reasonable  measure  of  cooperation 
between  the  remaining  individual  companies  and  between  the 
newly  created  separate  systems.  This  cooperation  can  be 
secured  only  if  the  regulatory  body  is  vested  with  power  10 
order  such  joint  or  common  use  of  facilities  as  may  be  deemed 
desirable  in  the  interest  of  the  general  transportation  service. 
It  is  an  integral  part  of  the  regulative  function  to  promote  the 
development  of  equal,  safe,  and  adequate  railroad  service,  and 
authority  to  compel  the  rendering  of  such  service  should  reside 
in  the  governmental  agency  charged  with  the  protection  of  the 
public  welfare  in  the  6e1d  of  transportation.  If  the  Interstate 
Gjmmeree  Commission  were  vested  wilh  authority  to  compel 
-the  railroads  to  consolidate  and  to  share  tlieir  terminal  facili- 
ties, wherever  desirable,  due  provision  being  made  for  proper 
compensation  in  each  case,  one  of  the  most  striking  sources  of 
waste  and  inefficiency  would  be  eliminated.  The  amelioration 
of  terminal  difficulties  alone  would  offset  in  large  measure  the 
existing  shortage  of  railroad  plant  But  the  program  need  not 
stop  there.  Compulsory  pooling  of  rolling-stock  and  equip- 
ment, unified  control  of  embaif:oes,  and  govenunent  r^ulatkiD 
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of  priority  of  shipment  awl  rouilng  of  freight,  in  periods  o( 
trailic  congestion,  would  le;id  to  sutislunlial  improvement  in 
transportation  service,  (n  the  course  of  time  the  growlh  of 
railroad  consolidation  would  render  these  steps  less  important, 
Bui  in  the  bcgiimiiig,  the  enforcement  of  such  cooperative 
relationships  would  constitute  a  necessary  complement  to  the] 
more  formal  policy  of  unification  previously  outlined. 

5^.    The  Riyuliilion  of  Railroad  Serviet 

While  the  effects  of  unification  would  tend  to  pervade  all 
Mpects  of  railroad  management  and  regulation,  we  have  seen 
that  the  primary  advantages  of  this  policy  would  manifest 
themselves  in  ihe  field  of  service.  Tlie  establishment  of  great 
transportition  systems,  the  joint  and  common  use  of  railroad 
facilities,  and  the  unhampered  development  of  cooperative 
measures  would  render  possible  the  full  utilization  of  carrying 
capacit)',  and  would  subject  the  aggregate  of  raifrDad  plant  and 
etiuipmciit,  irrespective  of  ownership  or  control,  to  tlie  needs 
of  the  general  transportation  service.  Even  under  a  r%ime  of 
extensive  unity  of  operation,  however,  direct  public  re^ihition 
of  railroad  service  would  still  be  necessarj-.  Adequate  facilities 
must  be  provided  fin  addition  to  the  fuller  utilization  of  exist- 
ing  plant  and  equipment),  and  service  standards  must  be  estab- 
lished calculated  to  remove  discriminatory,  unsafe,  and  ineffi- 
cient ser%'ice  practices. 

The  character  of  railroad  regulation  has  been  molded  very 
largely  by  changing  public  conceptions  of  the  dominant  defects 
of  private  management.  In  the  beginning,  exorbitant  rates 
coniitiluted  the  outstanding  evil  chargeable  to  the  railroads; 
and  it  is  from  this  fact  that  regulative  policy  took  its  pfiint  of 
departure.  Accordingly,  the  early  efforts  of  the  states  were 
directed  to  the  reduction  of  railway  charges.  By  1887,  when 
the  Act  to  Regulate  Commerce  was  passed,  the  public  view- 
point had  changed.  The  general  level  of  railroad  rates,  as  a 
result  of  the  combined  influence  of  business  prosperity,  techni' 
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cal  improvements  in  operation,  destructive  competition,  and 
restrictive  regululion,  had  entered  upon  a  noticeable  decline. 
But  the  question  of  tlic  relativity  of  rates — the  problem  of  dis- 
crimination— had  am-stcd  public  attt-nlion;  and  the  primary 
purpose  which  actttated  the  beginnings  of  federal  regulation 
was  to  curb  tJic  abuses  of  discriminatory  practice.  The  efforts 
of  the  Interstate  Commerce  Commission  for  the  past  three 
decades  have  been  Lirgely  directed  toward  the  elimination  of 
these  maladjustments.  To  a  very  measurable  degree  these  ef- 
forts have  met  widi  sticcess. 

In  recent  years,  however,  with  ttie  growth  and  diversification 
of  the  transportation  burden  of  the  carriers,  the  public  wel- 
fare has  suffered  most  strikingly  because  of  the  inadequacy 
of  the  railroad  ser%-ice.  The  emergence  of  service  difficulties 
cannot  be  attributed  to  any  single  factor.  The  punitive  meas- 
ures of  the  earlier  regulation,  and  the  restrictive  rate  policy 
which,  for  good  reason  or  bad,  accompanied  the  development 
of  the  powers  of  the  Interstate  Commerce  Commissioti,  re- 
duced the  flow  of  transjmrtation  revenue  to  a  point  incapable 
of  maintaining  railroad  credit  in  competition  wilh  the  capital 
demands  of  industrial  enterprise,  and  of  permitting  the  pro- 
gressive financing  of  improvements  out  of  surplus  earnings. 
In  a  large  measure  the  railroads  themselves  contributed  to  this 
unsatisfactory  status.  Tlie  financial  manipulation  of  a  few  of 
the  carriers — a  heritage  of  tlie  early  days  which  has  been  per- 
petuated in  certain  quarters  up  to  our  own  time — has  helped 
to  discredit  the  integrity  and  standing  of  the  many.  CKxr- 
burdened  capitali/.-ition.  no  less  than  in<vufricient  revenue,  has 
frequently  served  to  hamper  the  satisfaction  of  the  capital 
needs  of  the  railroads.  And  the  recent  periods  of  increasing 
wages  and  rising  commodity  prices,  unaccompanied  by  a  flex- 
ible and  responsive  rate  structure,  has  operated  to  complete  the 
destruction  of  credit  for  many  of  the  carriers.  Under  these 
circumstances  railroad  plant  and  facililies  failed  to  develop 
with  the  expan-iion  of  the  traffic  burden.  The  transportation 
sernce  deteriorated ;  car  shortages,  with  disastrous  industrial 
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effects,  became  f retiueiit  occurrences ;  freight  coiigeNtion  came 
to  be  a  familiar  phenomenon,  and  freight  embargoes  normal 
cxpctlienls.  Even  prior  to  ibe  wur,  tlierefore.  anO  in  much 
greater  measure  during  the  period  of  the  emergency,  (he  public 
mind  was  increasingly  impressed  with  the  realization  that  tlic 
ultimate  criterion  of  ihc  sticcess  of  a  t ranopoilation  system  lay 
in  the  quantity  and  qunlily  of  the  service  it  could  render.  The 
need  of  service  regulation  became  urgent,  and  the  demand  for 
its  introduction  insistent. 

Such  regulation  of  railroad  service  as  has  been  operative  in 
the  past  was  melded  very  largely  by  the  activities  of  the  states. 
The  results  of  this  experience  have  proved  to  be  entirely  in- 
adequate, and,  in  many  respects,  distinctly  harmful.  The  very 
fact  of  state  regidation  has  stibjected  the  carriers  to  the  con- 
flicting stindards  of  a  multiplicity  of  masters,  '['he  conditions 
of  commercial  and  industrial  enterprise  in  the  United  States 
inevitably  lead  to  the  dominance  of  interstate  or  national, 
ratber  than  intrastate  or  local,  traffic,  and  the  pliysicat  struc- 
ture and  operating  organization  of  all  of  the  more  important 
American  railroad  systems  involve  a  transportation  service 
that  normally  transcends  the  artificial  bpundarics  of  state  lines. 
Under  the  system  of  independent  state  jurisdiction  over  matters 
of  service,  however,  the  carriers  have  often  been  subjected  lo 
the  hampering  and  confu.sing  restrictions  of  a  dozen  or  more 
different  sets  of  regulations  affecting  safety  appliances,  char-  M 
acterof  headlights,  full  crew  requiroments,  and  other  operating  " 
practices.  These  conflicting  stipulalioiui  have  imposed  needless 
trouble  and  expense  upon  the  railroads,  while  their  lack  of 
uniformity  has  obstructed  adequate  enforcement.  Service  dis- 
crimination between  differait  localities  has  also  resulted  from 
this  method  of  regulation.  The  prescription  of  unusually  low 
carload  minima,  for  example,  has  given  to  the  shippers  of  the  _ 
states  establishing  them  a  disproportionate  share  of  the  avail-  ^ 
able  railroad  equipment ;  and  (he  statutory  allowance  of  uo* 
usually  long  period.*  of  "free  time"  for  unloading  has  induced 
carriers  to  keep  their  transportation  equipment,  as  far  as  prac 
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tkabic,  out  of  Utc  stalts  in  which  such  provisions  arc  enforced. 
In  many  instances  legislation  of  this  chantcter  has  be«n  intcn- 
(ionall)-  designed  to  produce  discriminatory  effects — the  efforts 
of  ihe  states  being  purposely  directed  to  tlic  enactment  of  such 
measures  as  would  prove  e>pecially  favorable  to  local  shippers. 
But  state  service  regulation  has  proved  inadequate,  also,  l>c- 
cause  of  its  primarj'  reliance  upon  the  establishment  of  absolute 
and  concrete  standards  Ihrougl)  direct  It^islative  enactment, 
rather  than  upon  the  method  of  administrative  control,  AI- 
tliough  more  than  one-half  of  the  state  railroad  and  public 
service  laws  enunciate  the  general  principle  that  tlie  service 
must  be  reasonable  and  the  facilities  safe  and  adequate,  a  much 
smaller  proportion  of  them  vest  sufficient  aulliority  in  the  state 
commissions  -to  render  these  requirements  effective.  In  the 
fieW  of  ser\ice,  more  than  in  any  other,  the  necessity  of  con- 
tinuous and  diwretionar)'  administrative  supervision  has  failed 
lo  be  Kcnerally  realized.  The  prevailing  status,  therefore,  in 
spite  of  a  noticeable  tendency  toward  the  recognition  of  tlie 
superiority  of  commission  regulation  of  service,  is  still  one  of 
statutory  prescription  of  minute  and  inflexible  rules  designed 
to  govern  the  methods  of  operation.  Such  rules  invariably 
prove  unduly  rigid,  if  not  oppressive.  Finally,  .state  rcKulation 
of  railroad  service  has  been  concerned,  in  large  measure,  with 
the  details  of  management  rather  than  witli  the  adequacy  of 
plant  and  equipment,  the  extent  of  utilization  of  transportation 
facilities,  the  standards  of  operating  performance.  The  need 
of  removing  obstacles  to  cooperation,  and  of  stimulating  a 
reasonable  degree  of  unity  of  operation,  has  been  entirely 
neglected.  Full  crew  laws,  reciprocal  demurrage  laws,  pro- 
visions limiting  the  number  nf  cars  in  a  train,  stipulations  pre- 
scribing the  number  of  trains  to  be  run,  and  similar  details  of 
management — frequently  conflicting  as  between  different  stales 
— have  dulled  the  spirit  of  initiative  and  have  hampered  the 
development  of  eflfidency.  In  view  of  all  these  circumstances, 
state  service  regulation  has  come  to  be  recognized  as  faulty  in 
scope  and  inadequate  in  method;  many  of  its  provisions  arc 
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undesirable  in  purpose  and  some  arc  fundamcnlally  wrong  In 
prtncipli';  the  general  uiitcunic  hiis  liccii  confusing,  discrimina- 
lory,  and  unnecessarily  restrictive. 

Our  traditional  system  of  fcdend  reguUtion  touched  only 
the  outskirts  of  the  protilcm.  Anide  from  the  mere  declaration 
that  "reasonable  and  equal  facilities  tor  the  interchange  of 
traffic"  should  be  provided,  the  Act  of  1887,  and  subsequent 
ameiidnienls  prior  to  llie  war  period,  largely  neglected  the  ques- 
tion of  railroad  service.  The  frequency  of  railway  accidents 
finally  aroused  Congress  to  action,  and  the  series  of  safety  ap- 
pliance acts,  together  with  certain  supplementary  measures 
motivated  by  the  same  ptirirasc,  were  placed  upon  the  statute 
books.  While  these  laws  are  of  iiiu]He,ilioncd  value  in  provid- 
ing minimum  standards  for  the  enforcement  of  safely  of  opera- 
tion, they  touch  but  a  small  phai^c  of  the  complex  question  of 
transportation  service. 

Not  until  the  pressure  of  war  trafVie  had  emphasized  the 
chaotic  character  of  railway  operation  under  (he  system  of 
private  multiple  ownership  and  the  hampering  insufficiency  of 
railn'ay  plant  and  equipment  as  organized  and  administered. 
was  any  law  a(>i)Iyiiig  essentially  to  the  problem  of  service 
enacted.  In  May,  1917.  the  Esch  Car  Service  Act  was  passed, 
vesting  in  the  Interstate  Commerce  Commission  authority  to 
control  "the  movement,  distribution,  exchange,  interchange, 
and  return"  of  cars.  In  August  of  the  same  year  the  enact- 
ment of  a  jtriorilies  statute  enabled  the  President  to  center  in  a 
Director  of  Priorilieji  the  entire  question  of  determining  the 
order  and  extent  of  preferences  in  the  movement  of  freight 
under  conditions  of  congestion,  car  shortage,  and  general  in- 
adeqtracy  of  transportation  facilities.  Through  these  bws  steps 
were  taken  toward  the  establishment  of  a  unified  supervision 
of  the  cooperative  use  of  equipment  and  a  centralized  control 
of  traffic.  These  new  acts,  however,  only  foreshadowed  the 
character  of  future  legislation.  Before  their  effectiveness  could 
be  tested  adequately,  the  complete  unity  of  operation  of  the 
Federal  Control  period  had  come  to  supersede  them.    During 
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ic  twenly-six  moiitlis  that  followed,  tlie  American  people  were 
afforded  Ibcir  initial  opportunity  to  assess  tlic  advantaf^s  of 
unified  use  of  equipment  and  facilities,  and  of  uniform  .stand- 
ards of  service  and  operation,  i'cdcral  Control  brought  sweep- 
ing reforms  in  ttie  <iirection  of  coordination  and  unilicalinn — 
in  demurrage  rules,  freight  classifications,  interchange  of  equip- 
icnt,  joint  use  of  terminals  and  shops,  and  in  many  other 
details  of  o[)ci^ting  organization  and  practice.  In  spite  of  the 
heiiefils  flowing  from  these  policies  and  activities  of  the  Rail- 
d  Administration,  however,  the  war  hunlen  upon  the  rail- 
oads  was  so  ^eal  that  the  character  of  the  transportation 
"service"  under  Federal  Control  was  generally  regarded — as 
far  as  the  immediate  public  reaction  is  concerned — as  distinctly 
un  satis  fart  ory.  The  far-reaching  significance  of  the  improve- 
nurtits  in  opcratii^  practice  initiated  during  the  Federal  Control 
period  did  not  receive  due  recognition.  But  the  war  experi- 
ence did  succeed  in  e;«ening  an  important  influence  upon 
permanent  railroad  [wlicy.  Most  of  the  plans  "for  (he  solution 
of  the  railroad  problem"  submittc<]  during  the  months  follow- 
ing the  armistice  recognized  the  necessity  of  some  degree  of 
service  regulation.  The  Interstate  Comtnercc  Commission,  in 
its  memorandum  to  the  Senate  Committee,  indicated  the  need 
of  more  complete  federal  control  of  transportation  service, 
and  recommended  that  its  powers  be  so  extended  as  (o  include 
authority  "to  require  adequate  service."  * 


In  tlie  development  of  a  permanent  and  effective  system  of 
service  r^ulation,  great  care  must  be  exercised  to  avoid  undue 
governmental  interference  with  (he  technique  of  operation  and 
the  details  of  management.  Tlie  basic  ground  for  the  relenlion 
of  private  enterprise  in  the  ticld  of  transportation  is  the  de- 
sirability of  safeguarding  the  fniils  of  gtersonal  initiative  as 
they  arc  reflected  in  vigorous  and  progressive  administration. 
Just  as  the  profit  motive  may  be  deadened  by  unreasonable 
financial  restrictions,  so  the  free  play  of  private  initiative  may 

'  Sctuic  Hearing*,  pp.  336-^7. 
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be  destroyed  tltrough  minute  and  rigorous  formuUtion  by 
public  authority  of  the  nictbcxls  of  the  productive  process.  En- 
croachment of  ri^iUitivc  [)oiicy  upon  th<:  realm  of  internal 
management  is  bound  to  prove  detrimental  to  operating  effi- 
ciency. It  involves  actual  public  participation  in  the  perform- 
ance of  the  transportation  function  instead  of  mere  legal  ad- 
justment of  the  relationship  between  the  carriers  and  the  people 
for  the  promotion  of  the  general  welfare.  Initiation  and  en- 
forcement by  tlie  Government  of  concrete  operating  details  and 
minute  service  practices  can  be  based  only  upon  an  accepted 
faith  in  the  economic  superiority  of  public  over  private  enter- 
prise. Such  conviction  should  lead  to  railroad  nationalization 
rather  than  to  the  policy  of  regulation.  Tlie  regulation  of 
service  through  the  control  of  operating  processes  is  but  a  half- 
way measure,  repressive  in  spirit  and  negative  in  result;  it 
renders  imposuble  of  attainment  either  the  full  fruits  of  public 
operation  or  the  acknowledged  benefits  of  private  management 
^  The  essential  objectives  of  railroad  regulation,  in  the  field  of 
service  as  in  the  matter  of  rates  and  labor  relationships,  are 
to  safeguard  the  common  interest  against  monopolistic  abuse, 
and  to  promote  the  public  good  through  the  provision  of  ade- 
quate transportation  facilities,  without  sacrificing  the  advan- 
tages of  private  enterprise.  The  conservation  of  free  initiative 
constitutes  as  integral  a  part  of  the  philosopliy  of  regulation, 
under  a  system  of  private  railroad  management,  as  conscious 
guidance  and  control  by  public  authority. 

In  the  light  of  this  conception  of  the  relationship  between  the 
J  state  and  the  carriers,  the  purpase  of  service  regulation  con- 
sists in  the  development  of  such  a  legal  framework  within 
which  the  railroads  may  Ofienite,  as  will  render  possible  the 
fullest  and  most  flexible  ulilisation  of  existing  plant  and  etjuip- 
ment,  the  provision  of  adequate  facilities,  and  the  enforcement 
of  reasonable  standards  of  jierformance. 

In  order  that  the  carrying  capacity  of  the  railraids  may  be 

fully  and  flexibly  utilized,  there  is  need  of  legal  authorization 

4  and  machinery  for  the  general  /'|>ooling"  of  the  pliysical  rc> 
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sources  of  the  carriers  and  for  t)iv  control  of  the  flaw  of 
Irangportation  traffic.  Consolidation  of  railroad  systems,  and 
of  terminals  and  terminal  facilities,  joint  use  of  cars,  locomo- 
tivc«,  and  shops,  control  over  the  routing  of  freight,  in  times 
of  emergency,  congestion,  or  car  shortage,  and  the  establish- 
mcnt  of  priorities  in  shipment,  are.  some  of  the  means  sug- 
gested for  the  attainment  of  this  end.  Tlicy  proved  very  ef- 
fective during  the  Federal  Control  period,  under  the  extraordi- 
nary conditions  of  the  Great  War  and  in  face  of  an  unprece- 
dented traflic  burden.  TTicse  expedients  have  received  detailed 
eonsideratton  in  earlier  pages.  They  are  the  methods  of  for- 
mal uotfimtion  and  of  free  cooperation. 

The  provision  of  adequate  fucilitieji,  through  legal  order,  on 
the  other  hand,  creates  a  new  and  diflicult  problem.  The 
oUigalions  of  the  carriers  in  this  repard  are  unquestioned. 
They  spring  from  the  public  character  of  the  transportation 
function.  It  is  as  ckarly  the  duty  of  the  railroad  corporations, 
to  which  this  fimction  is  delegated,  to  provide  adequate  equip- 
ment and  facilities,  as  it  is  the  duty  of  the  state  to  comiruct 
and  maintain  public  highways.  This  fact  served  as  the  ba»is 
of  the  recommendation  of  the  Interstate  Commerce  Commis- 
sion tliat  it  be  vested  with  power  "to  require  adequate  service." 
In  large  measure  the  service  may  be  rendered  adequate  through 
the  process  of  unification  and  cooperation.  Tlie  availability 
of  "all  unexpended  balances  of  carrying  capacity,"  irTcsi)cctive 
of  ownership  or  control,  would  doubtless  make  our  transporta- 
tion system  reasonably  responsive  to  normal  traflic  demands. 
But  the  authority  tu  require  adequate  service  would  also  em- 
power the  regulatory  tribunal  to  order  the  outlay  of  capital 
expenditures  for  improvements  and  extensions — for  the  en- 
lai^emcnt  of  terminals,  for  example,  or  for  the  construction 
of  new  lines.  If  such  authority  were  exercised  with  due  re- 
straint— in  response  to  a  clear  public  need  and  with  full 
knowledge  and  appreciation  of  the  financial  status  and  operat- 
ing circumstances  of  the  particular  carrier  involved — there 
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would  be  little  danger  of  unreasonable  interference  witli  the 
prerogatives  of  management. 

And,  finally,  etfcdive  n-gtilation  necessitates  the  adoption 
and  enforcement  of  service  standards,  "Serviee"'  is  in  many 
resiiects  a  sliifting,  intangible,  and  Itiglily  complex  concept,  and 
practically  every  polity  and  activity  of  the  regtilaling  autlion- 
ties  exerts  an  influence  upon  its  quality  or  adequacy.  Service 
standards  canjiot  be  established  independently  of  the  level  of 
chaises  or  of  the  rate  of  financial  return,  and  the  impairment 
of  railroad  credit,  whether  as  a  result  of  loose  capitalization 
and  faulty  administration  of  income,  or  of  an  unduly  restrictive 
public  policy  in  the  matter  of  railroad  eaniingii,  renders  thdr 
enforcement  impossible.  In  like  manner,  the  morale  of  rail- 
road labor  is  a  dominant  factor  in  the  determination  of  the 
quantity  and  quality,  as  well  an  the  continuity,  of  the  service. 
In  the  last  analysis  the  character  of  the  service  is  dependent 
upon  the  intelligence,  lo>'aIty,  and  sense  of  public  responsibility 
with  which  the  large  maiw  of  railway  employees  perform  their 
transportation  tasks.  On  the  assumption,  however,  that  s:itis- 
factory  adjustments  can  be  formulated  with  regard  to  financial 
and  labor  relationships,  service  standards  must  be  established 
by  which  transport  performance  may  be  tested,  and  toward  the 
attainment  of  wliich  regulatory  effort  may  be  directed.  These 
Mandards  cannot  he  defined  with  dogmatic  rigidity.  They  are 
many  in  number  and  constantly  changing  in  character.  But 
past  experience  discloses  certain  fundamental  minima  that 
involve  little,  if  any,  encroachment  upon  the  characteristic 
tasks  of  tnanagcmeni,  and  arc  clearly  calculated  to  promote 
the  common  good. 

Assuming  that  railway  plant  and  facilities,  in  the  aggregate, 
are  sufficiently  extensive,  when  properly  coiirdinatcd  and  rea- 
sonably unified,  to  carry  the  nonnal  transportation  burden, 
these  service  standards  arc  larf^ely  concerned  with  the  elimina- 
tion of  unjustifiable  preferences  and  the  prevention  of  unsafe 
and  inefficient  practices.  A  few  instances,  by  way  of  illustra- 
tion, will  lend  concretcness  to  the  problems  involved.    Shippers 
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t  be  provided  with  adequate  facilities,  but  panicular  Con- 
ors or  consignees  must  not  be  made  the  recipients  ol  special 
irivileges  at  tbc  expense  of  less  favored  ^hippc^s  or  the  general 
public.  The  opportunities  for  such  preference  are  many — in 
e  allocation  of  cars,  in  the  dispensation  of  "free  services."  in 
le  enforcement  of  demurrage  rules,  and  in  countless  other 
lys.  Injury  to  persons  and  damage  to  goods  must  be  reduced 
to  a  minimum,  and  when  loss  or  destruction  occurs,  the  result- 
claims  must  be  settled  promptly  and  equitably.  'Hie 
htevement  of  this  end  first  demands  safety  of  opcraticn. 
he  maintenance  of  conditions  of  safety  is  of  such  funda^ 
tal  importance  from  the  human  as  well  as  the  industrial 
ndpoint,  that  in  their  altiiinment  can  be  found  ample  justifi- 
cation for  vesting  authority  in  the  reguliitory  body  to  test,  and 
if  necessary,  condemn,  unsafe  equipment;  to  investigate,  ap- 
prove, and  order  the  use  of  such  safely  appliances  as  are 
med  necessary,  and  which  the  carriers  may  reasonably  be 
impelled  to  provide;  and  to  prescribe  such  uniform  rules  of 
rating  practice  as  will  help  to  eliminate  the  chance  of  hu- 
lan  error.  Such  regulations  as  to  safety  may  infringe,  in 
e  measure,  upon  tlic  field  of  management.  The  goal  toward 
which  they  are  directed,  however,  constitutes  sufficient  warrant 
for  their  adoption  and  enforcement.  If  formulated  and  ap- 
plied with  judgment  and  discretion,  the  public  gain  resulting 
from  them  would  offset  immcisurahly  any  loss  of  initiative 
involved.  But  in  the  settlement  of  claims  for  loss  or  injury, 
pernicious  preferences  have  also  emerged.  Fictitious  claims 
for  damage  have  been  recognized,  and  excessive  claims  have 
been  paid.  The  machinery  of  the  claim  department  is  thus 
utilized  as  a  means  of  granting  and  receiving  "smokeless  re- 
bates." While  more  properly  related  to  the  problem  of  per- 
sonal rate  discrimination,  these  practices,  in  the  first  instance, 
grow  out  of  the  character  of  the  ser\'ice  rendered,  wiih  si>eciil 
reference  to  the  broad  question  of  safety  of  operation.  .\n<i 
by  way  of  final  illustration,  involving  the  removal  of  inefB- 
icncy  in  service  practice,  is  the  need  of  revising  the  relation- 
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ship  belMccn  Ihe  shippers  of  frci^t  atul  Ihc  camera  which 
serve  Ihem.  Tlie  powers  exercised  by  the  shippers  ihemMlves 
over  Ihc  distribution  of  special  privilcRcs  must  l)c  curtailed  in 
the  public  interest;  for  many  of  (be  rights  of  shippers — pre- 
scriptive "rights"  90  to  speak,  which  are  a  heritage  of  the  old 
days  of  over-strenuous  compctilion — present  difficult  obstacles 
to  the  i>rovision  of  Kitisfaclory  tram|>onutioii  service,  Tlie 
situation  created  by  Ihe  dominance  of  private  car  lines  has 
been  fruitful  of  discriminatory  exploitation,  Tlic  privilege  of 
reconsigtimeni  has  seen  notable  abuses.  The  practice  of  free 
routtng  has  inhibited  improvement  in  the  organization  of  the 
traffic.  Locomotive  and  car  performance  has  suffered  because 
of  estiiblishcd  regulations  as  to  carlo.id  minima  and  packing 
at>d  loading  practice.  Many  of  the  prevailing  privileges  were 
"exiorted"  from  Ihe  carriers  through  strategic  pressure  in  the 
old  competitive  situation:  and  the  roadtt  now  find  themselves 
unable,  in  many  cases,  to  introduce  and  enforce  a  policy  of 
retrenchment.  Privileges  easily  granted  catmot  be  withdrawn 
without  difficuhy.  Public  interference,  tinder  these  circum- 
stances, would  increase  rather  than  decrease  opciBting  effi- 
ciency. It  is  apparent,  alio,  that  the  regublion  of  service 
standards  can  be  developed,  for  the  most  part,  along  the  bcaloi 
path  of  traditional  effort. 

Rut  in  ibe  regulation  of  railroad  service  as  thus  conceived— 
whether  it  be  directed  to  Ihc  achievement  of  full  and  flexible 
utilization  of  existing  plant  and  equipment,  or  to  the  provision 
of  adetiuatc  facilities,  or  to  the  recognition  and  enforcement 
of  service  standards — the  dominant  aulborily  must  be  vested  in 
the  Federal  Government.  The  history  of  the  regulative  activ- 
ity of  the  .ilates.  traced  hriefiy  in  preceding  pages,  provides 
convincing  evidence  of  this  need.  Unification  of  railway  plant 
and  equipment,  cooperative  use  of  transportation  facilities, 
and  centralized  control  of  the  flow  of  traffic  under  emci^ncy 
conditions  cannot,  in  the  very  nature  of  the  case,  be  accom- 
plidied  without  national  supervision.  The  mandatory  enforce- 
ment of  service  requirements  by  way  of  physkal  facilities  fat- 
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ves  authority  30  closdy  related  to  that  essential  to  the 
estsblishinciit  of  general  "pcx>Iing"  arrai%enicnts,  and  its  effec- 
tive exercise  is  so  largely  dependent  upon  financial  adjustments 
necessarily  national  in  scope,  that  in  this  res[)ect  also  prime 
reliance  must  be  placed  upon  federal  aclivity.  And  if  service 
standards  arc  to  be  molded  reasonably,  without  imilue  interfer- 
ence with  operating  technique,  and  applied  equitably,  wiiliout 
unjust  discriminations,  intentional  or  otherwise,  uniformity  in 
regulation  is  indispensable.  Such  uniformity  is  practically 
iiiqxMsible  when  jurisdiction  is  distributed  among  the  legisla- 
tures of  foTt>'Hdght  different  states.  The  experience  of  the 
past  justifies  the  conclusion  that  "regulation  by  Komc  states 
makes  it  diflinilt  am]  in  some  cases  impossible  for  carriers  to 
furnish  equitable  and  adequate  service."  *  The  delimitation 
of  power  between  the  nation  and  the  states  on  a  purely  terri- 
torial basis  possesses  no  sound  economic  warrant  when  it  is 
detrimental  to  functional  effectiveness.  Nor  need  any  insur- 
mcmntable  legal  difficullies  to  centralization  be  encountered. 
Coagjtss  is  endowed  widt  exclusive  and  plenary  power  to 
reflate  interstate  commerce;  and  since  it  may  lawfully  set  up 
and  enforce  whatever  standards  and  regulations  arc  deemed 
reasonably  necessary*  to  further,  and  prev<iit  the  subversion  of, 
tbe  course  of  interstate  commerce,  it  may  properly  regulate 
the  transportation  service  incident  even  to  intrastate  traffic, 
in  so  far  as  the  voluntary  practices  of  the  carriers  or  tbe  com- 
pulsory adjustments  of  the  state  authorities  intpo.se  a  burden, 
through  discrimination  or  otherwise,  upon  interstate  trade. 
Tbe  Federal  Govcninicnt  would  seem  to  be  clothed  with  power 
to  exercise  such  authority,  even  without  tlie  creation  of  large, 
regional,  interstate  railroad  systems,  or  the  adoption  of  the 
device  of  federal  incorporation,  both  of  which  have  been  i)ro- 

ised  as  means  of  strengthening  federal  jurisdiction  over  the 

nsportation  service. 

Finally,  service  regulation  mu.st  be  chiefly  effected  through 

'C  0.  RuBgks,  "Railway  Service  and  ReKulation."  Qturttfiy  Jouf 
'  of  Eemomki,  Nov..  ipiS,  Vol  XXXIIl.  p.  H^, 
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the  proctss  of  administrative  conlrol.  ']*herc  is  a  dear  trend 
in  this  direction,  in  botit  Mate  and  federal  |>oiic)',  and  thi 
trend  is  deserving  of  complete  recognition.  Direct  legislative 
enactment,  in  the  establishment  of  service  standards,  as  in  th 
prescription  of  maximum  rales,  is  generally  a  manifestation  ofl 
temporary  discontent,  raihcr  than  an  attempt  at  pcmiancnt 
adjustment.  Public  action,  under  these  circumstances,  is  t>otli 
qusmodic  and  rigid,  legislative  regulation  is  incapable  of 
providing  cither  flexibility  or  continuity  in  the  settlement  o( 
the  complex  relationships,  in  matters  of  service,  between  the 
carrier,  the  shipper,  and  the  public.  It  generally  functioni 
through  the  formulation  of  minute  rules  and  concrete  practices 
—which  involve  undue  encroachment  upon  the  details  of  in- 
ternal management,  aiid  fmd  juatilication,  for  the  most  part,, 
only  in  the  unquestioned  requirements  of  safety  of  operation. 
The  history  of  ser\'ice  regulation  by  the  states  has  clearly 
dcmDnstratc<l  the  ineffectiveness  of  direct  legislative  action,  and 
the  alternative  possibilities  of  administrative  supervision,  !a 
large  measure  Congress  must  confine  itself  to  the  cnunciatioa 
of  general  principles  for  the  regulation  of  railroad  service, 
vesting  in  the  Interstate  Commerce  Commission  .such  grants 
of  mandatory  i>ower.  broad  in  scope  and  clear  in  purpose,  as 
will  enable  it  to  develop  and  enforce  reasonable  and  progressive 
standards  of  transportation  performance. 


I 


CHAPTER  VIU 

RATES,  CREDIT,  AKD  FINANCIAL  RETURN 

Income  and  risk,  as  well  as  control,  constitute  essential  inci- 
dents of  ownership.  Under  a  system  of  private  nianngemcnt, 
therefore,  government  regulation  of  financial  adjustments  is 
indiupcnsable,  both  for  the  protection  of  the  carriers,  in  order 
that  capital  investment  may  be  safeguarded  and  stimulated, 
and  for  the  protection  of  the  public,  in  order  that  monopoly 
abuse  may  be  prevented  and  an  adequate  transportation  service 
dcvcIojA-d.  Thf  level  of  railway  charges  determines  the  extent 
and  stability  of  revenue  from  transportation,  and  hence  the 
question  of  rales  has  generally  been  regarded  as  the  heart  of 
the  railroad  problem,  But  the  public  im))ortance  of  rate  ad- 
justments springs  not  merely  from  their  inlhtence  upon  the 
maintenance  of  the  integrity  of  railroad  capital,  the  develop- 
ment of  iransporiation  credit,  and  the  prevention  of  excessive 
earnings.  The  character  of  the  rate  structure  itself — the  rela- 
tionship of  rates  to  one  another,  independently  of  their  aggre- 
gate effect  upon  operating  income — possesses  far-reaching 
social  and  economic  significance.  Maladjustments  as  between 
different  localities  and  classes  of  traflie — rale  discriminations 
that  have  frequently  emerged  in  the  history  of  railroad  trans- 
portation in  the  United  States — may  mold  artificially,  and  in 
distinct  contravention  of  the  public  good,  the  character  and 
direction  of  industrial  enterprise.  The  regulation  of  rates, 
therefore,  with  reference  to  their  relativity  as  well  as  their 
absolute  level,  has  furnished  the  chief  cotrtent  of  the  mass  of 
legislative  acts,  commission  orders,  and  judicial  decisions  which 
ennstitute  the  outward  record  of  the  efforts  of  the  State  to 
safeguard  and  advance  (lie  public  interest  under  private  rail- 
i  355 
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road  ownership  and  adminUt  ration.  Wliile  rate  adjustments 
and  financial  arrangcincnL<i  have  been  ovcr-«mpliasizcd  in  the 
past,  to  the  costly  neglect  of  the  adequacy  of  the  transpottaiion 
service  and  (he  statu.')  of  lahor  relationships,  the  problem  of 
rales,  credit,  and  financial  return  must  necessarily  retain  a 
central,  if  not  a  dominating,  [tosilion  in  the  reg:uLi(ory  scheme. 
Il  is  the  purpose  of  this  chapter  to  consider  the  primary  finan- 
cial demands  of  rcconstriKtivc  policy. 


§/.     The  Necessity  of  Rate  Rttjiihlion 

The  necessity  for  public  regulation  of  railway  rates  arises 
directly  out  of  the  nature  of  the  transportation  industry.  Wc 
have  already  noted  the  special  economic  environment  that  sur^ 
rounds  railroad  competition  and  determines  its  outcome — the 
fact  that  the  service  is  furnished  so  largely  at  joint  cost,  that 
the  expeiulitures  incurred  in  its  provision  are  dominantly  con- 
stant, that  it  functions  under  the  influence  of  increasing  re- 
turns, that  the  struggle  for  traHic  is  always  keen  and  often 
unreasoning,  that  the  methods  of  the  stru^te  tend  to  be  ruinous 
and  continued  conflict  sclf-dcstnictivc,  dtat  cooperative  action 
and  unification  of  purpose  become  inevitable.  These  consider- 
ations differentiate  the  railway  business  from  ordinary  private 
enterprise  and  render  it  the  leading  type  of  natural  monopoly. 
Price  regulation  is  peculiarly  a  problem  of  monopoly.  It  ts 
especially  in  those  fields  where  competition  fails  to  operate  as 
an  effective  determinant  of  reasonable  charges  that  the  regula- 
tion of  price  becomes  a  necessary  function  of  government. 
Resort  to  price-fixing  under  conditions  unconnected  with  mo- 
nopoly, as  in  our  recent  war  experience,  is  but  a  reflection  of 
emergency  pressure.  In  the  normal  conduct  of  industrial 
enterprise,  (he  existence  of  free  competition  may  generally  be 
relied  upon  as  an  automatic  safeguard  of  the  public  against 
inequitable  charges,  while  the  dominance  of  moiwpoly  condi- 
lions  necessitates  conadous  jHiblic  control  to  insure  reasonable 
prico. 


4 
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and  to  tlie  artificial  development  oi  particular  industries  and 
favored  localities.  Ilcncc  government  control  o(  railway  ntes 
is  vital  to  the  comnwn  welfare.  They  must  be  regulated  be- 
cause of  tttdr  incalculable  significance  to  the  whole  induistrial 
scheme.  Public  r»^ulation  of  rates,  if  the  best  interests  of 
society  arc  to  be  served,  must  result  tn  a  system  of  "reasonable" 
charges,  producing  an  adequate  return  on  ntilrfiad  inv<rstmcnl, 
and  properly  adjusted  to  one  another,  to  the  demand.*  of  the 
current  economic  situation,  and  to  the  prevailing  social  and 
political  ideals. 

But  wliat  are  "reasonable"  rates?  The  eharactcristics  of  tlie 
railway  busines!)  and  the  nature  of  railway  competition,  as  has 
already  been  suggested,  are  such  as  to  render  the  basic  prin- 
ciples of  rate-making  by  no  means  easy  of  definition.  This 
fact  constitutes  both  an  obstacle  to  successful  regulation  and 
an  added  reason  for  its  necessity.  The  natural  criterion  of 
fair  price,  for  specific  services  and  commodities  as  well  as  for 
the  total  output,  is  cost  of  production  (including,  of  course,  a 
reasonable  return  on  capital).  But  in  the  field  of  railway 
tran-iportalion  the  doctrine  of  "cost  of  service"  is  ncillier 
strictly  and  generally  applicable  in  practice  nor  entirely  de- 
sirable in  principle.  Without  entering  upon  a  detailed  analysts, 
the  nature  of  the  difficulties  may  be  briefly  indicated.  Since 
railroads,  as  wc  have  seen,  arc  operated  very  largely  at  joint 
cost — from  one-half  to  three-fourths  of  their  total  expendi- 
tures being  impossible  of  allocation  to  any  specific  serv- 
ice— it  becomes  clearly  impracticable  to  determine  the  actual 
cost  of  the  transport  of  any  one  of  the  thou^inds  of  items  of 
freight  carried,  or  of  the  various  items  of  passenger  service 
rendend.  The  ingenious  expedients  of  cost  accounting,  in 
spile  of  many  real  advances,  have  failed — and  in  the  nature  of 
the  case,  probably  must  fail — to  produce  accurate  and  reliable 
measures  of  these  specific  costs.  The  data  are  unavailable  for 
rearing  a  railway  rate  structure  on  the  cost  basis.  But  it  is  not 
clear  that  such  an  adjustment  would  be  desirable,  even  if  prac- 
licable.    The  raw  materials  of  industry  and  the  staple  necci- 
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sities  of  life — coal,  iron,  sled,  lumber,  oil,  wheat,  com,  and  the 
like — are  far  heavier  and  btilkier  in  proportion  to  their  value 
than  the  silk  and  tacc,  ihe  jewclrv,  ornainenls.  and  pleasure 
cars,  and  the  host  of  other  cxpctiiive  manufactured  products, 
the  demand  for  which  is  stimulated  largely  by  the  desire  for 
emulation,  and  which  arc  far  less  esAcnlial  to  the  general  wel- 
fare. Railway  rates  based  on  cost  would  result  in  much  higher 
transportation  cliargcs  for  dieap  and  bulky  articles  than  for 
compact  and  valuable  commodities.  The  strict  application  of 
the  cost  of  service  principk-,  therefore,  would  tend  to  restrict 
the  traffic  in  the  most  important  products  of  commerce  and 
industry — for  which,  under  existing  i-onditions,  especially  low 
"cooimodity  rates"  are  ^-nerally  available — to  a  bare  minimum. 
Such  an  eventuality  would  destroy  our  elaborate  industrial 
organization,  with  its  concentration  of  production,  tcrrilorial 
di^nsion  of  labor,  and  free  dcveloiimcnt  of  extensive  markets, 
all  of  which  owe  their  existence,  in  large  measure,  to  the  cheap 
transport  of  raw  materials  and  foodstuffs.  / 

These  considerations  render  cost  of  stn.'ice  clearly  inapplica-  r 
ble  as  a  sole  determinant  of  rate  reasonableness.  Where  one 
scnicc  obviously  requires  a  greater  expenditure  iban  another 
— whether  because  of  the  nature  of  the  commodity  or  (he  dis- 
tance for  which  it  is  carried — a  presumption  is  established  in 
favor  of  a  higher  rale.  But  the  usefulness  of  the  cost  prin- 
dple  is  largely  limited  to  this  comparative  purpose.  In  the 
past,  therefore,  regulating  authorities  as  well  as  traflic  man- 
agers have  relied  in  the  main  on  the  principle  that  rates  should 
conform  to  the  "t-alue  of  sender,"  modified  in  varying  degree* 
by  such  cost  data  as  are  ascertainable.  Since  the  "value  of 
service"  is  measured,  essentially,  by  the  amount  that  shippers  as 
a  class  are  found  upon  experiment  to  be  willing  to  pay,  this 
principle  provides  a  rather  indefinite  basis  of  rate-making.  In 
practice,  accordingly,  the  relative  values  of  the  commodities 
transported  are  generally  accepted  as  a  concrete  expression  of 
the  relative  values  of  the  services  rendered.  The  shipper  of  a 
carload  of  shoes,  for  example,  will  be  likely  to  place  a  higher 
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estimate  on  lite  value  of  Hieir  tmii^iwrt  than  would  the  shippi 
of  a  carload  of  coal  u]x)ii  the  service  he  receiver.  The  tra 
portation  cost  in  the  case  of  the  shoes  will  constitute  but 
small  proportion  of  their  value,  whereas  in  the  caw  of  llie  ca 
were  rales  adjusted  on  the  same  basis,  the  cost  of  transport 
lion  would  be  as  great  perhaps,  or  even  greater,  than  the  val 
of  llie  comttiodity  carried.  An  increase  in  rates  oti  stioes^ 
therefore,  will  liavc  but  a  small  effect  on  the  quantity  shipped^ 
but  an  cquall)-  high  rate  on  coal  mtglit  reduce  that  traffic 
negligible  limits.  In  like  m.inner.  an  increase  in  rates  at  loi 
non-competing  points  may  exert  a  relatively  insignificant  i 
fluence  upon  the  amount  of  traffic  offered  for  transportation 
whereas  an  equal  increase  at  competing  junction  points  mi 
entirely  deprive  a  given  carrier  of  such  traffic  as  may  resort 
an  allcmativc.  though  often  more  circuitous,  route  or  I 
From  this  fact  arises  the  general  American  practice  of  disn 
garding  distance,  in  large  measure,  in  the  adjustment  of  freig^ 
tariffs,  just  as  the  necessity  for  the  classification  of  freight 
*  based  upon  differences  in  the  nature  of  commodities  and  t 
character  of  the  demand  for  tliem.  At  the  basis  of  the  "val 
of  service"  principle,  then,  is  the  question  of  the  volume  of 
traHic  that  will  re-^utt  from  a  given  rate.  If  the  rate  cxc 
the  value  of  the  service,  tonnage  will  lend  to  decrease,  and  t 
traffic  manager  will  have  his  warning  in  experience;  if  the  rate 
can  be  increased  without  a  marked  decline  in  tonnage,  prag- 
matic evidence  is  available  that  the  charge  is  still  bekiw  the 
danger  point  with  reference  to  the  flow  of  revcmie.  Rate  ad- 
justments, in  this  manner,  are  primarily  inflttenred.  not  by  the 
expenses  incurred  in  rendering  a  particular  acrvice,  hut  by  the 
revenues  that  may  be  derived  from  it  in  support  of  tlic  total 
transportation  task. 

From  ihc  point  of  view  of  the  railroads,  therefore,  and  even. 
in  targe  measure,  from  the  standpoint  of  public  control,  tiJ 
whole  problem  of  the  relativity  of  rates  becomes  a  question  or 
"charging  what  the  traffic  will  bear."    Rate  adjustments  be- 
come in  the  largest  degree  a  matter  of  experinientation — oppor- 
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tunislic  concession  to  the  needs  of  the  traffic  in  sight.  Only  in 
this  way,  by  placing  the  financial  burden  upon  those  commodi- 
lies  and  localities  where  it  will  not  be  felt  excessively,  rather 
than  where,  in  strict  logic,  it  migtit  be  conceded  to  belong,  can 
tlie  transpotlation  sen'ice  be  maintained  for  all  traffic,  and 
railway  plant  and  facilities  be  most  fully  utilized.  But  "charg-  -^ 
ing  what  the  traffic  will  bear"  is  a  process  of  twofold  signifi- 
cance. In  so  far  as  its  use  is  limited  to  such  a  distribution  of 
charges  between  different  classes  of  traffic  and  different  pointsj 
of  origin  and  destination  as  to  permit  the  best  utili7.alion  of 
transport  capacit)*,  it  constitutes  an  essential  and  economical!;) 
justifiable  basis  of  rate-making.  Dut  it  may  also  be  made 
instrument  of  monopoly  power  for  the  realization  of  monopoly 
profits.  Under  the  conditions  of  virtual  n»nopoIy  that  tend 
to  prevail  in  the  railroad  industry,  transportation  changes,  in 
tile  absence  of  regulation,  would  .soon  come  to  be  assessed  at 
the  maximum  amount  the  traffic  would  bear,  not  without  re- 
stricting the  tonnage  of  particular  commodities  or  special 
localities  unduly,  but  without  depriving  the  carriers  of  the 
highest  net  returs  on  the  business  as  a  whole.  Rates  would 
be  forced  upward  until  the  decrease  in  traffic  becomes  so  great 
that  the  small  tonnage  remaining  at  the  high  rate  produces  less 
revenue  than  the  larger  volume  that  would  be  forthcoming  at 
slightly  lower  rates.  No  public  justification  can  be  made  to 
sui^wrt  this  practice.  In  this  sense  of  the  term,  "charging 
what  th«  traffic  will  bear"  is  merely  the  process  of  monopolistic 
exploitation— dictated,  not  by  the  desire  to  uliliie  railway  facil- 
ities to  tlic  fullest  extent,  but  by  the  ability  to  extort  the  maxi- 
mum tribute  of  private  profit,  without  regard  to  public  ad- 
vantage. 

Out  of  these  two  processes  of  "charging  what  the  traffic  will 
bear"  arises  the  dual  problem  of  rate  regulation.  That  the 
exaction  of  monopoly  profits  in  a  quasi-public  industry,  upon 
which  the  entire  people  is  dependent  for  lli«  most  vital  of 
services,  must  be  prevented  by  governmental  authority,  is  clear 
and  unquestioned.    Tliis  is  lh«  primary  aim  of  public  r^ula- 
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tiCKi.  While  the  elimination  of  extortionate  rateii  is  the  in 
strumcnulily  through  which  excessive  monopoly  earnings  maj 
best  be  atlstcked,  such  restriction  is  not  directed  to  the  reguL 
tion  of  rates  for  their  own  sake.  Rates  in  tlie  aggrcfrate  ar 
only  a  means  lo  an  end — lliey  arc  sources  of  reventie  and  prolit 
t/Tbe  establtsliment  of  a  reasonable  rate  level,  therefore, 
essentially  an  expedient  for  the  regulation  of  profits.  It 
volves,  as  will  appear  later,  such  questions  as  these:  What 
constitutes  a  fair  rate  of  return?  How  shall  the  fair  vaUie  o| 
the  property  on  which  it  is  earned  be  dclcrmined?  Wha 
disposilion  shall  bo  ma<Ic  of  such  excess  profits  as  may  emerg 
in  spite  of  public  control  of  the  sources  of  rex-enuc?  Thes 
are  not  slriclly  rate  problems.  They  arc  rchtively  independer 
of  the  character  of  the  rate  structure. 

Even  if  we  assume,  however,  that  the  rate  of  return  for  t^ 
railroads  as  a  whole  is  entirely  reasonable,  the  application  of 
the  principle  of  "charging  what  the  traffic  will  bear"  may  yc 
kad  to  serious  abuse.  This  wilt  arise  from  maladjustments  il 
the  rate  structure.  In  the  abscitcc  of  regulation,  paniculai 
industries  or  localities  may  be  subjected  (o  unjuiit  discnminaJ 
tion — to  the  detriment  of  the  public  welfare — even  if  the  gcr 
eral  level  of  rates  is  reasonable.  Gianges  in  the  volume  o^ 
traffic  offered  (the  criterion  of  what  the  traffic  will  bear)  ar 
by  no  means  as  responsive  to  every  variation  in  the  adjustme 
of  charges  as  is  frequently  assumes).  In  most  cases  neither  tt 
shipper  nor  the  consignee  of  goods  really  pays  the  costs  o^ 
transport;  these  costs  are  generally  shifted  to  the  consume 
Ihrough  the  medium  of  higher  prices.  In  many  Instances,  also.^ 
Ilie  transportalion  charge  constitutes  so  small  a  proi»rlior  of_ 
the  price  to  the  consumer  that  its  influence  upon  demand 
negligible.  And  the  demand  for  the  cheaper  necessities  is 
inelastic  as  to  remain  relatively  stable  and  continuous  witbot 
regard  to  rate  adjustments.  In  like  manner,  the  practice  ol 
disregarding  distance  in  the  adjustment  of  freight  tariffs  may 
be  so  extended  as  to  embrace  traffic  in  no  sense  naturally  trilni- 
lary  to  a  particular  transportation  system — bringing  private 
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profit,  perhaps,  to  the  carrier,  but  involving  unnecessary  eco- 
nomic waste  for  the  community,  because  of  unreasonably  cir- 
cuitous routing.  While  the  "value  of  service"  principle,  there- 
fore, as  manifested  in  the  process  of  "charging  what  the  traffic 
will  bear,"  constitutes  a  sound  starting  point  tn  the  development 
of  the  rate  structure,  it  may  easily  be  carried  so  far  as  to  result 
in  the  imposition  of  charges  that  can  find  no  justification  in  the 
general  need  or  in  enliglileiK'd  public  jwlicy.  Essential  differ- 
ences between  commodities  provide  a  proper  basis  for  the 
classificalton  of  freight,  and  the  competition  of  markets,  as 
well  as  of  transportation  agencies,  ju^ify  the  disregard  of 
distance  in  many  instances.  But  these  adjustments  must  be 
developed  in  reasonable  response  to  the  public  interest;  and 
there  are  no  automatic  Kifc^ards  against  abuse.  From  these 
circumstances  arises  the  problem  of  rate  regulation  proper :  the 
equitable  adjustment  of  the  relativity  of  rates,  without  undue 
discrimination  against  particular  classes  of  traffic  or  communi- 
ties, and  in  conformity  with  accepted  social  and  economic  ends. 
To  this  problem  the  following  section  is  devoted,  The  question 
of  profits,  on  the  other  hand,  involving  the  regulation  of  the 
general  level  of  rates,  will  be  postponed  for  subsequent  con- 
sideration. 


/ 


%2.    The  Relativity  of  Rates 


The  problem  of  regulating  tlie  relativity  of  rates  is.  at  bot- 
tom, only  a  matter  of  preventing  unjust  and  unreasonable  rate 
j  discrimination.  Such  rate  discrimination  may  manifest  itself 
in  many  ways.  Until  comparatively  recent  years  it  found  its 
most  obnoxious  form  in  personal  favoritism,  reflected  through 
a  great  variety  of  expedients,  whereby  lower  rates  were  charged 
to  some  shippers  than  to  others — to  the  great  advantage  of  the 
few  and  the  equal  prejudice  of  the  many.  It  has  been  the  con- 
tinuing effort  of  both  state  and  federal  regulation  to  eliminate 
these  practices,  and  considerable  succe-is  has  been  attained  in 
this  direction.    But  unjust  preferences  as  to  railway  rates  may 
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arise  independently  of  the  practice  of  lowering  the  published 
tariffs  for  favored  individuals  or  corporations.  The  existence 
of  local  and  commodity  discrimination  depends,  not  on  de- 
partures from  tlic  publislicd  rates,  but  on  maladjustments  in 
the  schedules  themselves.  It  is  tliis  fact  that  raises  the  problem 
of  the  relativity  of  rates.  It  is  the  purpose  of  regulation,  as 
far  as  is  practicable,  to  eliminate  these  maladjustments,  whether 
they  arc  consciously  intended  for  the  benefit  of  special  pro- 
ducers, special  industries,  or  special  localities,  or  prevail 
merely  as  the  result  of  accident  or  inadvertence ;  and  to  develop 
a  rate  structure  throiigli  which  the  burden  of  charges  may  be 
reasonably  assessed  against  each  class  of  commodities  and  type 
of  service. 

It  is  both  natural  and  necessary  tliat  regulatory  commissions 
should  attempt  lo  formulate  definite  principles  for  their  guid- 
ance in  determining  the  reasonableness  of  rate  relationships. 
But  the  difficulties  involved  can  scarcely  be  overstated.  We 
have  noted  that  neither  of  the  two  outstanding  principles  of 
rate-making — cost  of  service  and  value  of  service — provide  a 
precise  or  desirable  basis  for  the  adjustment  of  the  rate  struc- 
ture, la  the  past,  therefore,  it  may  be  said  that  railway  charges 
have  been  largely  molded  by  estimates  or  assumptions,  var>-ing 
in  accuracy  and  definiteness,  as  to  the  value  of  the  senice, 
increasingly  modified,  in  recent  years,  by  such  cost  data  as 
were  available  and  relevant.  Even  such  a  generalization,  how- 
ever, tends  to  obscure  the  arbitrary  and  accidental  character  of 
the  great  bulk  of  rate  relationships.  The  rate  structure  is  a 
growth,  rather  than  a  creation;  and  tltis  growth  has  been  in- 
fluenced and  modified  by  innumerable  diverse  and  extraneous 
circumstances  and  conditions. 

The  competitive  influence  has  been  fundamentally  operative, 
la  the  earlier  days  almost  the  sole  criterion  of  a  proper  rate, 
from  the  standpoint  of  the  railroads,  was  its  effect  on  the  com- 
petitive  situ.ttton.  Important  industrial  and  trading  centers 
were  generally  located  along  rivers  or  on  the  seaboard,  where 
water  transport  was  available,  and  the  tcvcl  of  railway  rates  to 


I 


J      RATES.  CREDIT.  AND  FINANCIAL  RETURN    265 

ant]  fixun  such  points  lias  always  been  marc  favorable  ttian  at 
the  smaller  interior  centers  where  competition  by  water  was 
lacking.  In  the  course  of  time  conipclition  by  railroad  largely 
displaced  water  conijKtition.  But  railroad  competition  likewise 
tended  to  become  cailralized  in  the  brger  cities,  at  the  impor- 
tant seaports,  and  at  a  few  interior  points  that  had  as.^unicd 
importance  in  spite  of  the  adverse  rate  sittiation,  because  of 
special  industrial  advantage!).  In  tliis  manner  rates  on  com- 
petitive traffic,  whether  the  competition  was  created  by  otlier 
railroauls  or  by  water  carriers,  have  always  been  lower  than 
on  non-competitive  traffic 

As  a  result  of  these  adjustments  the  growth  and  concentra- 
tion of  industrial  activity  in  the  large  cities  have  been  effectively 
stimulated.  These  facts  explain  also  such  phenomena  as  the 
"basing  point  system."  whereby  rates  to  important  industrial 
communities,  or  basing  points,  especially  in  the  south,  arc  so 
fixed  as  to  meet  competitive  conditions,  while  rates  to  less  im- 
portant surrounding  localities  consist  of  the  charge  from  the 
point  of  origin  of  the  traffic  to  the  basing  point,  plus  the  local 
rate  from  the  basing  i>oint  to  tlie  smaller  town,  regardless  of 
relative  distances  or  locations.  The  creation  of  rate  blankets, 
or  the  practice  of  establishing  group  rates,  was  likewise  a  result 
of  competitive  forces.  The  interest  of  the  roads  in  these  ad- 
justments arO:ie  chiefly  from  their  desire  to  stimulate  traffic. 
Their  purpose  was  to  equalize  the  competitive  advantages  of 
producers  located  at  different  points,  at  least  in  so  far  as  these 
advantages  arose  out  of  proximity  to  the  demand,  and  thereby 
enable  all  of  thc^e  producers  to  compete  in  common  markets, 
develop  their  industries,  and  increase  their  traffic.  To  this 
end  rates  to  the  chief  markets  have  been  equalized,  regardless 
of  distance,  from  all  points  situated  in  broad  belts  containing 
the  principal  producing  centers.  The  yellow  pine  bcH,  the 
California  fruit  belt,  and  the  coal  blankets  in  Ohio  and  West 
Virginia  are  examples.  Very  similar  adjustments  have  arLwn 
in  connection  with  the  competition  in  common  markets  of  pro- 
ducers located  in  widely  separated  parts  of  the  country.    Rates 
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on  fruit  from  California,  for  example,  have  been  cqualizi 
Willi  rales  from  Florida  to  the  common  markets  in  ihc  middk 
west,  ri^ardles!)  of  distance.  Through  such  means  market 
compdttion,  as  distinct  from  the  comijctition  of  transportation 
agencies  or  alternative  routes,  has  infiucnced  the  development 
of  the  rate  structure.  But  even  where  definite  and  compre^ 
hensible  interests  like  these  arc  not  in  evidence,  mere  accident 
and  caprice  have  produced  the  widest  varialions  in  charges  and 
an  almost  inconceivable  lack  of  untformilj'.  Hundreds  of  rail^ 
road  corporations  have  played  an  indcpeiulcnt  pari  in  the  de- 
velopment of  the  rate  schedules,  and  in  the  absence  of  definite 
principles  to  guide  them,  the  result  has  been  chaotic  and  in 
small  measure  the  product  of  chance.' 

But  the  task  of  rational iJiing  the  rate  structure  and  render 
ing  it  more  uniform  is  one  of  almost  insurmountable  difficulty. 
Exislii^  rate  adjustments,  however  unscientific  or  unfair  tli 
n»ybe,  tend  very  strongly  to  perpetuate  themselves;  for  thesi 
adjustments  have  served  as  one  of  the  principal  factors  in 
molding   past    industrial    development.     Although    industries 
and  comniunilics  have  been  in  many  instances  artificially  en- 
couraged by  unduly  favorable  railway  rates,  the  precipitate 
removal  of  these  advantages  might  lead  to  serious  industrial 
disorganisation.     A  radical  revision  of  the  stniciurc  of  rates 
would  inevitably  result  in  the  dislocation  of  long-developed 
channels  of  trade,  the  substantial  weakening  or  destruction  o 
specific  enterprises  and  business  centers,  and  the  necessity  for' 
sharp  realignment  of  produeers'and  markets.     The  remedy, 
under  such  circumstances,  might  prove  more  harmful  than  the 
disease.    However  unacceptable,  in  theory  as  welt  as  practice. 


'i 


'  lo  the  wordi  of  the  Inlcrntate  Commerct  Commiuioo :  "The  rail- 
road  ratei  of  thii  counlt)'  liavc  tioi  been  cotiitruclFd  at  a  rule  upnn 
any  Kieniific  banis,  snd  this  is  specially  true  ol  intnaijite  rules.  The 
traffic  officiaU  who  have  ettabliihcil  these  rales  hare  generally  done  so 
without  any  special  inquiry  as  lo  the  luUl  ainouiu  of  revenue  which 
ought  to  be  pro'Iuced,  or  as  to  the  part  of  ihat  burden  which  a  par- 
ticular commodity  ouuhc  to  bear."  The  1910  Advance  Kate  Cuet: 
Eastern  Case  <x)  1.  C  C.  24S). 
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the  existing  rate  system  may  be,  stqis  toward  its  improvement 
murf  be  laken  gradually  and  with  caution. 

The  proposal  recently  advocaied  by  Commissioner  Robert 
W.  Woolley  of  tbe  Interstate  Commerce  Commission,  as  a 
means  of  simplifying  and  rendering  more  uniform  the  method 
of  fixing  freight  charges,  provides  an  excellent  illustration  of 
tltc  darters  of  sweeping  reform  in  rale  adjustments,  in  the  light 
of  the  historical  character  of  the  rate  structure.*  Briefly 
stated,  the  suggested  plan  involves  the  acceptance  of  dis- 
tance— as  measured  in  car-mile  units — as  a  stiflicicnlly  exact 
reflection  of  the  cost  of  the  freight  service,  and  the  construc- 
tion of  rate  schedules  on  the  basis  of  such  cost,  the  terminal 
and  tite  line-haul  elements  of  the  charge  being  separated.  Each 
rale  would  thus  be  constructed  by  adding  the  terminal  costs  at 
the  points  of  origin  and  destination  to  a  line-haul  charge  based 
on  a  speci6cd  amount  per  carload  per  mile. 

A  f-traight  distance  tariff  of  this  character,  api>licable  to  all 
commodities  and  under  all  trans])ortation  conditions,  would 
doubtless  introduce  uniformity  and  defmitencss  into  the  rate 
structure.  The  assumption,  however,  that  this  uniformity 
would  spring  from  the  adjustment  of  charges  on  the  basis  of 
cost,  distance  alone  being  the  criterion  of  cost,  is  a  daring  one. 
The  only  actual  costs  proposed  for  consideration  under  tJiis 
plan  would  be  the  out-of-pocket  costs  of  terminal  operation. 
The  fixed  charges  and  constant  operating  expenditures  that 
are  not  logically  susceptible  to  specific  allocation  would  have 
lo  be  spread  over  the  traffic  through  an  increase  of  the  line- 
haul  charge.  The  costs  of  hauling  the  traffic  over  the  open  line 
would  be  assumed  to  be  proportional,  regardless  of  the  com- 
modity, to  the  car  miles.  .Altogether  this  would  amount  lo  an 
allocation  of  expense  almost  as  arbitrary  as  any  now  in  use. 
It  is  highly  improbable  that  even  out-of-pocket  costs — exclud- 
ing termin.-i]  and  special  service  costs — are  proportional  to  dis- 
tance.   Convincing  evidence  is  certainly  lacking  that  total  car- 

'Sce  Senate  llcarinst.  p.  j&t.  tt  teq.;  alio  "Htm  Frcigiit   Ralci 
Should  lie  Maile,"  AnnoU,  NoTcniber,  I9tft  pp.  ■S<^i69- 
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mile  COM3  arc  proportionat  to  distance,  re^rdt«ss  of  the  dass 
of  traffic  or  tlic  conditions  of  operation. 

The  chief  objection)  to  the  proposal,  however,  spring  from 
its  prnhahic  practical  effects,  rather  than  from  ils  theoretic 
weakness.  If  a  uniform  car  mileage  rate  were  applied  to  all 
commodiiies,  regardless  of  their  value,  there  would  follow  a 
radical  reduction  in  the  shipment  of  low  grade  freight,  with 
consequences  which  we  have  already  noted  in  earlier  pages. 
If  a  classilication  of  some  sort  were  used,  varying  the  mileage 
rate  with  varying  types  of  commodiiies,  this  objection  might 
be  restricted  in  force.  It  is  very  unlikely,  however,  that  the 
targe  scope  of  transportation  charges  now  in  effect — csi>cei3lly 
through  the  use  of  commodity  tariffs— <vcn  in  so  far  as  tliey 
are  essential  to  the  best  utilization  of  railroad  plant  and  equip- 
ment, would  be  found  compatible  with  the  proposed  rate  basis.* 

But  these  new  rale  adjustments  would  tend  lo  exert  an  even 
more  far- reaching  influence  tl) rough  the  virtual  imposition  of 
a  prohibitive  tax  upon  long  haul  freight.  The  economic  dis- 
turbance resulting  from  such  a  policy  would  be  keenly  felt, 
whatever  social  boon  might  ultimately  be  attainable  through 
its  instrumentality.  Producers  and  consumers  would  be  driven 
more  closely  together,  and  the  existing  system  of  concentrated 
production  and  extensive  markets  would  be  seriously  under- 
mined. The  method  of  radical  transformation  would  tend  to 
dispbcc  the  process  of  evolutionary  development.  The  estab- 
lislied  channels  of  commerce  and  industry  woukl  be  subjected 


'Cf.  the  followiii);  from  CommtsMoner  Wooll^s  paper  in  tlic 
Annals.  Novrmbcr,  ifiit),  p.  i^i:  "Apart  from  thctc  ratinsi  (the 
treinht  clastlticatimii).  liowcvcr,  there  are  hundred*  of  exceptions, 
commodity  ratc»  and  special  eommodiir  rnlei,  vhich  were  edRblishcd 
ander  preuurc  of  both  iranipurUtiun  aiid  contmerda)  cuin)itlit)un,  und 
with  liiilc  reference  to  transportation  costs.  Here  agnm  the  rail- 
roadr.  vhcllter  intcniionall)*  or  nut,  arc  indirectly  enjiaged  tn  creating 
ailil'icial  eoniiiierci>l  advantages  in  the  fonn  of  (rciulil  rales  and  in 
like  form  impouns  unjust  burdens  and  inequatitici;.  These  arc  the 
rery  evilj  that  Icirfalation  providinit  (or  rate  reiculation  intended  to 
eliminate,  but  I  venture  the  sumesiion  that  they  never  will  be  elim- 
inated until  we  tiave  eitablitheu  a  uniform  rate  structure  unirerully 
applkablc" 


w 


RATES,  CREDIT.  AND  FTNANCIAI-  RETURN    269 

to  a  degree  of  change  and  inierference  unmerited  by  the  in- 
dividuals, indtixtries,  and  conimtinities  that  had  been  relying 
upon  the  traditional  rate  structure,  snd  would  be  unjustified 
by  tlw  benefits  likely  to  emerge  frDin  the  more  uniform  and 
matic  adjustment  of  freight  charges. 

Improvement  in  rate  relationship?  must  come  gradually, 
through  piece-meal  modificalioji  of  the  existing  structure, 
rather  than  through  the  sweeping  application  of  a  so-called 
scientific  mechanism.  The  fad  must  be  recognized  that  the 
problem  of  regulating  the  relativity  of  rates  is  primarily  one 
of  eliminating  undesirable  discrimination  rather  than  of  dis- 
covcring  some  single  principle  of  rate-maVing  that  would  uni- 
\-crsalIy  commend  itself  on  purely  logical  grounds.  The  task 
of  molding  the  rate  structure  satisfactorily  will  then  be  re- 
garded as  an  evolutionary  process  of  correcting  mabdjust- 
ntenls,  and  not  as  a  search  for  some  revolutionary  standard 
automatically  capable  of  promoting  the  public  good.  Vested 
interests,  however  suspicious  their  origin,  demand  some  degree 
of  recognition ;  complete  reversal  of  established  policy  places 
future  development,  as  well  as  past  achie%-ement,  in  jeopardy. 

What  IK  fundamcnt.-iUy  cs&etitial  in  the  existing  situation  is 
a  greater  socialization  of  railway  rates — a  clearer  dc^ilion 
and  a  more  conscious  realtitatioi)  of  social  ends,  and  the  grad 
ual  modification  of  rate  adjustments  toward  the  attainment 
these  ends.*    Tlie  trans|>or1ation  function,  tlirough  the  medium 
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•The  following  dicta  from  the  ppinion  of  Coram Uiiwicr  Franklin  K. 
Lane  in  the  igii  California  fruit  c«se  (aa  I.  C.  C.  I57'is8)  are  very 
MiEKcstivc:  "Peihaps  ihc  Unilid  States  will  one  day  declare  a  policy 
of  ill  own  in  thi«  regard.  Primarily  it  15  a  matter  of  national  concern 
and  noi  of  railroad  policy  as  to  wliat  system  of  talc  making  sliall  ob- 
tain, to  long  as  th«  carriers  receire  a  reatooable  return  ujion  the  value 
of  their  pro^ieTiy.  The  people  may  say  (i)  (hat  railroad  rates  sluti  be 
made  no  as  to  carry  all  nrcKlucti  into  all  markets  wiiliin  the  fotir  lines 
of  the  Gouiilr)-;  or  (i)  tint,  after  a  certain  nairour  limit  ij  passed,  (tie 
whole  of  the  land  shall  be  one  tone;  or  (3)  a  system  of  rate^  that  wilt 
keep  producers  and  coiitutr.ers  as  near  together  as  possible,  and  elim- 
ioate  waste  in  trauspurtatioii.  TImsc  are  iiaiioDal  qurslioflS.  They  ko 
to  the  very  future  of  our  industrial  life,  t'pon  their  determination 
depends  the  character  of  the  farm  prodtKts  aiid  the  nature  of  the  in- 
dlttUKS  in  the  various  sections  of  the  country.     The  railroad  by  iu 
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of  rale  relationships,  can  be  made  (o  cxcn  a  determining  m* 
flucocc  u])on  many  of  our  basic  social  ami  economic  arnnge- 
mcnts.  Th«  more  uniform  distribution  of  population,  the 
checking  of  unwieldy  industrial  concentration  and  urban  con- 
gestion, the  sliortcning  of  distances  between  producers  and 
markets,  the  development  of  rural  communitic^s  and  new  com- 
mercial centers,  the  public  control  of  the  extent  nnd  character 
uf  import  and  export  trade,  the  building  up  of  nationally  de- 
sirable economic  enterprises — these  and  a  great  number  of 
similar  purposes  niigbt,  if  accepted  as  socially  desirable,  be 
eflfectivcly  furthered  through  deliberate,  though  gradual,  rear- 
rangement of  rate  relationships.  Neither  distance,  nor  cost, 
nor  value  of  service,  nor  any  sin^  abstract  rule,  can  serve  as 
the  sulc  criterion  of  llic  reasntiable  spediic  rate.  Cliargcs  should 
be  deemed  reasonable  which  promote  the  interests  of  society  as 
a  whole:  they  should  presumably  compensate  the  railruud  for 
at  least  the  out-of-pocket  cost  of  carriage;  they  should  be  suf- 
ficiently low  in  specific  instances  to  permit  the  Bow  of  socially 
desirable  traflic;  they  should  not  accentuate  competitive  disad- 
vantages,  and  Iticy  should  cqualii:e  them  only  in  so  far  as  the 
general  good  would  thereby  be  furthered ;  they  should  not  im- 
pose undue  hardship  on  special  sets  of  prodtKers  or  on  i>aniai- 
lar  contm unities :  Ihey  should  be  adjusted  to  the  demands  of 
the  dominant  social  and  economic  ideals  of  the  time.  The  prt* 
mar>-  coticern  of  the  carriers  in  the  rate  cjuestion  is  centered 
in  the  total  flow  of  revenue,  so  that  their  private  investment 

nUt  may  nuke  cadi  portion  of  the  country  largdy  independent  of 
the  fcinniiiilcr.  or  it  may  make  of  the  Nation  ovic  economic  and  in- 
duHlnal  unit,  each  portion  thereof  iloiag  best  what  nature  has  Ailed 
it  to  do  best  I'hit  it  fundamcnialhr  the  difference  in  Ibc  philuiophy 
which  nndcrlits  the  two  methods  of  maklnf  raiet  which  hnvc  been 

?rven  cons)il«nt>o«  in  this  cate.  Without  any  expreuMo  of  policy 
rom  Congres*.  we  accept  the  policy  wliich  the  railroad*  il>«msclve> 
hive  made,  cunitdcrinR  that  tipon  the  whole  the  results  ariung  from 
tuch  polkv  do  not  conflict  with  the  provUioiu  of  the  law.  There  Is 
00  doubt  in  my  mind  but  that  the  Commission  could  not  iisclf  pre- 
scribe a  Uankct  fimibr  to  llut  obtaining  here,  and  which  *'c  arc  ap- 
proving iMcaiue  neither  the  carriers  iwr  tiM  ahippcra  wish  it  dc- 
■troyed." 
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may  be  conserved,  and  their  credit  status  maintained;  thi-  ad-f 
juMiiient  of  the  relativity  of  rales  is  altogether  a  public  func-' 
tion.  But  the  satisfactory  adjustmetil  of  rate  relationships 
must  always  remain  a  matter  of  policy — to  be  achieved,  twt 
llirougb  the  automatic  instrumentality  of  an  arbitrary  yard- 
stick, but  through  the  findings  of  sound  judgment,  in  the  light 
of  an  articulate  goal. 

But  the  public  task  in  the  reg:ul.-ition  of  railway  rates — 
whether  on  the  old  basis  or  with  more  conscious  prosecution 
of  social  ends — cannot  be  ade()uately  accomplished  without 
removal  of  the  conflict  between  state  and  federal  authority. 
The  plea  of  railroad  officials  that  they  cannot  serve  and  obey 
forty-nine  masters  has  been  loudly  and  repeatedly  uttered,  and 
it  is  not  without  justification.  The  lack  of  uniformity  between 
state  and  federal  action,  and  in  many  instances  the  actual  con- 
flict between  their  policies  and  requirements,  have  operated  in 
the  past  as  among  the  most  potent  obstacles  to  progressive 
regulation.  The  practical  difficulties  involved  in  the  delimita- 
tion of  jurisdiction  between  the  state  and  federal  governments 
have  made  themselves  felt  in  all  aspect.-*  of  railroad  regulation, 
but  in  no  other  matter  has  the  "conflict  of  authority"  been 
joined  so  strenuously  or  with  such  demoralizing  effects  as  in 
the  problem  of  rate  relationships.  Effective  public  control  of 
transportation  charges  Js  virtually  impossible  without  some 
solution  of  this  difficulty. 

The  problem  arises  out  of  the  very  nature  of  our  dual  form 
of  government.  The  slates  arc  sovereign  in  all  matters  not 
expre.ssly  delegated  to  federal  authority  by  the  constitution. 
Since  the  powers  of  ConRrcss,  and  therefore  of  all  agencies 
acting  under  the  jurisdiction  of  the  national  legislature,  are 
restricted  to  the  regulation  of  commerce  between  the  states 
and  with  foreign  nations,  the  authority  of  the  state  legislatures 
lo  regulate  intrastate  railway  rates  is  unquestioned.  But  the 
ireneral  development  of  our  transportation  system  into  inter- 
state lines,  and  the  common  flow  of  railroad  trafllic  inde- 
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peadcntly  of  potitical  boiindiirirs,  have  made  I'l  apparenl  tlii 
the  rale  prolikm  mu»t  t>c  irc.ite<l.  very  largely,  iti  iu  eiiiirctj 
Railway  rates,  like  other  systems  of  prices,  form  a  whole 
part  of  which  can  be  disturbed  without  upsettiii);  tlie  cntii 
^'stcm.    The  action  of  the  »tales  m  fixing  purely  tntraslat 
rates,  therefore,  liat)  conic  to  po<>scti!>  great  national  sigiiificanc 
and  to  produce  eflfccts  by  no  means  confme*!  within  the  hooml 
of  ihcir  own  political  units.     It  i»  hcj-ond  our  present  purpoB 
to  describe  the  concrete  ways  in  which  state-made  rates  hav 
invalidated  federal  policy,  or  to  trace  the  histoncat  steps  of 
the  legislative  and  judicial  process  wherel>y  a  progressive 
striction  of  state  authority  has  been  achieved.    Both  of  Ihe^ 
matters  have  received  consideration  in  an  earlier  chapter.' 
essential  issues  appear  clearly,     if  the  obstacles  to  effcciiv 
rate  regulation  are  to  be  cleared  away,  two  questions  muM 
answered:    How  far  should  rate  regulation  bi;  an  cxclusivi 
national  function?    In  what  manner  can  the  nationalization  o| 
rate  control  to  the  extent  deemed  necessary  best  be  ac 
plishcd  ? 

Because  it  is  generally  acknowledged  that  the  states  ha\ 
frequently  exercised  tlicir  jiowcrs  over  the  rate  stnicture 
unintelligent  and  unduly  restrictive  fashion,  the  cry  is  loud, 
and  especially  loud  from  the  carriers  themselves,  for  the  total 
abro|^tion  of  slate  authority  over  railroad  transportation-^ 
for  the  restriction  of  the  powers  of  the  state  commissions  to 
Riunti-ipal  utilities  only.  The  mo^t  valid  ground  for  this  atti- 
tude is  to  be  found  in  the  activities  of  a  few  of  the  local  com- 
missions, notably  that  of  Texas,  which  have  deemed  it  their 
duty  to  "pfotect"  home  shippers  by  forcing  upon  tlw  roads 
rate  adjustments  calculated  to  gi^-e  the  producers  within  their 

•See  OiaplCT  II.  «i/tj.  Also  ef.  Robert  Mather,  "How  the  States 
Make  lntet>latc  Ralct."  .-Jniiah.  1908,  rcixiiueil  in  W.  Z.  Kiplcy, 
Raihaty  HrobUmt.  revised  edition,  {i.  530;  iIk  atitlior's  Railway 
Rfgulalion,  cluptrr  IX,  "The  Conilict  Bctwern  Stale  and  FoitenI 
Aullioriiy" ;  and  W.  C  Coleman,  "The  Evolutinn  of  Federal  Rrfpi- 
llltnn  of  iMrattaie  Rates;  The  Shrevcfion  Rate  Cases,"  Harvard 
tau-  Refine.  Vol.  XXVIIl.  Nwember,  1014. 
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state  boundaries  distinct  advantages  over  the  producers  in  con- 
tiguous states  and  in  competition  wiili  interstate  cOBunerce. 
^1iile  nearly  all  state-made  rates  inevitably  a0ect  the  diar- 
actcr  of  the  general  rate  structure,  lliis  deliberate  prosecution 
of  the  policy  of  crcjiting  discriminations  is  particularly  disas- 
trous, and  it  is  admittctily  essential  that  some  action  be  taken 
to  render  federal  authority  supreme  in  all  such  instances. 

It  dix-.s  not  follow,  however,  that  the  slate  commissions  must 
be  entirely  eliminated  or  completely  shorn  of  power  in  the 
field  of  railroad  regulation.  Becauiie  of  their  intimate  contact 
with  loi'al  conditions,  the  state  commissiorii  fill  a  place  in  the 
system  of  regulatory  machinery  that  no  federal  agency  can 
adequately  asstune.  In  the  narrower  field  of  rate  regulation, 
more  convincing  justification  can  be  advanced  for  exclusive 
federal  jurisdiction.  But  even  in  this  field  there  is  sound  rea- 
son for  the  exercise,  in  the  first  instance,  of  state  authority. 
The  refutation  of  intrastate  rates  by  the  state  commissions  is 
not  in  itself  undesirable;  it  becomes  so  onlj-  when  the  charges 
prescribed  are  of  such  character  as  to  interfere  with  the  r^u- 
latory  activities  of  the  Federal  Government.  Such  interference 
does  not  arise  when  the  state-made  rates  are  applied  to  traffic 
which  does  not  compete  directly  or  indirectly  with  interstate 
carriage,  nor  is  it  felt  sub$lantially  even  when  local  and 
through  hauls  do  affect  each  other,  if  the  slate  rates  arc  not 
fixed  on  the  discriminatory  principle,  in  striking  disproportion 
to  interstate  charges.  Some  scope  is  left,  therefore,  for  legiti- 
mate and — at  the  worst — innocuous  local  control  Moreover, 
because  of  the  constitutional  sovereignty  of  the  states,  there 
arc  serious  legal  obstacles  to  the  complete  nationalization  of 
the  rale-making  function.  Compulsory  federal  incorporation 
of  all  railroad  systems  appears  to  be  the  only  means  of  cen- 
tralizing authority  over  intrastale  rates  in  the  national  govern- 
ment, and  even  this  method  is  believed  by  many  to  be  of 
doubtful  const itution.-ility,  unless  it  be  accomplished  with  the 
consent  of  the  carriers.  The  issue  is  whether  the  Government 
can,  without  violation  of  constitutional  guarantees,  confiscate 
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railroad  properly  held  for  public  use  from  the  private  com-j 
parties  ss  now  organized  in  order  to  turn  it  over  to  federally  [ 
itKori>orated  private  companies  for  an  identical  use. 

Fortunately,  ihc  trend  of  judicial  decision,  particularly  aa 
reflected  in  the  judgment  of  the  United  States  Supreme  Court| 
in  the  Shreveport  case,  opens  the  way  to  a  workable  compro- 
mise.'  In  that  case  the  power  of  the  Interstate  Commerce  Com- 
mission to  change  stale-made  intrastate  rates  which   wcrej 
shown  to  burden  interstate  commerce  came  into  question;  and  I 
under  the  power  of  the  Interstate  Commerce  Commission  toj 
prevent  local  discrimination  the  court  upheld  the  supremacy] 
of  federal  authority.    The  present  need  is  largely  for  a  clear] 
legislative  enunciation  and  a  uniform  administrative  and  judi- 
cial apjilication  of  "Ihc  Shrcveport  principle."    If  it  were  gen- 
erally rccognircd  that  state-made  charges  are  subject  to  re- 
view by  federal  authority,  for  the  purpose  of  determining 
whether  they  operate  to  the  disadvantage  of  interstate  com- 
meTCC,  the  policy  of  establishing  intentionally  discriminatory 
rates  would  be  discouraged;  and  lite  attitude  of  slate  legisla- 
tures and  commissions,  if  practical  machinery  of  cooperation 
were  also  created,  would  tend  to  change  from  one  of  hosttIit>' 
to  one  of  acquiescence  in  the  rate-making  principles  and  prac-| 
lical  adjustments  prescribed  by  the  Interstate  Commerce  Com-| 
mission.    In  the  light  of  these  circumstances,  there  w.is  need.] 
with  the  resumption  of  private  management,  of  further  en> 
nbling  legislation,  whidi  would  expressly  clothe  the  Commis- 
sion with  power  to  review  intrastate  rates  believed  to  be  dis- 
criminatory with  reference  to  interstate  commerce,  and  to  ad- 
just these  rates  in  conformity  with  the  demands  of  the  gen- 
eral rate  structure.    Under  the  influence  of  such  a  policy  the 
control  of  railway  charges  would,  in  practice,  become  more  and 
more  nearly  an  exclusive  federal  function.    With  the  increas- 
ing combination  of  railway  lines,  the  growing  length  of  trans- 
portation hauls,  and  the  furtlier  integration  of  industrbl  proc- 

•ii8  U,  S.  557;  330  V.  S.  353;  3M  U.  S.  m. 
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esses,  the  various  dements  of  the  rate  stnicture  may  be  ex- 
pected to  become  even  more  dosdy  interdependent  than  at 
present,  and  the  number  of  intrastate  charges  that  do  not  affect 
interstate  traffic  to  be  constantly  reduced.  Through  a  gradual 
process  of  development,  therefore,  tbe  complete  nationalization 
of  rate  control  may  uhiniatcly  be  realized. 

In  the  meantime,  however,  the  solution  of  the  problem  of 
conflicting  jurisdiction  could  be  measurably  facilitated  through 
the  establishment  of  machinery  of  cooperation  between  the 
nation  and  the  states.  The  regional  commission  plan  affords 
the  most  promising  proposal  for  this  purpose.  This  plan  con- 
templates dividing  the  countrj*  into  a  number  of  districts,  each 
with  a  federal  regulatory  body  subsidiary  to  the  Interstate 
Commerce  Commission,  applying  the  principles  and  decisions 
of  the  central  authority  to  the  cases  arising  in  its  district,  much 
after  the  manner  of  an  inferior  court.  The  essence  of  the  idea 
lies  in  the  creation  of  a  limited  number  of  local  commissions 
in  control  of  reasonably  homogeneous  regions,  the  boundaries 
of  which  would  be  determined,  not  by  political  lines,  but  by 
the  natural  channels  of  traffic  movement.  Such  new  agencies 
might  be  relied  upon  to  relieve  the  Interstate  Commerce  Com- 
mi!i.sion  of  a  large  part  of  its  burden  of  detailed  administrative 
activity,  and  to  mold  the  regulative  process,  without  sacrific- 
ing uniformity  of  action,  in  the  direction  of  greater  harmony 
with  the  local  needs  of  particular  sections  of  the  country,  A 
central  commission  cannot  be  in  intimate  contact  with  the 
transportation  problems  of  a  continent,  these  problems  arising 
under  the  most  diverse  conditions.  Regional  commissions,  on 
the  other  hand,  would  exercise  jurisdiction  over  territories  in 
each  of  which  the  general  conditions  of  transportation  would  be 
reasonably  similar,  and  could  be  composed  of  men  directly  fa- 
miliar with  the  problems  of  their  respective  regions,  and  wilh 
the  particular  roads  and  shipping  interests  subject  to  the  con- 
trol of  federal  authority. 

The  present  spirit  of  controversy  existing  between  carriers, 
shippers,  and  consumers  might  thereby  be  lessened,  and  the 
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rcfdonal  bodies  might  serve  as  a  uniting  link  between  the  Inl 
state  Commerce  Commission  and  ihc  stale  railroad  conunis 
sions.     In  large  measure  the  traditional  difficutttes  of  a 
flirting  authority  have  sprung  from  the  (ccUnR  of  hostility 
divergence  of  purpose  that  lias  prevailed  between  the  fcder 
and  state  agencies.     No  solution  of  the  problem — short  of 
actual   elimination  of   (he   s^taie   commissions — is    likely   to 
prove  entirely  salisfaclory.  until  a  greater  spirit  of  coopcra-^ 
tion  displaces  this  attitude ;  and  the  regional  commissioni 
would  be  in  a  strat^ic  po^iIion  to  .flimulate  such  cooperation.^ 
They  would  be  close  to  the  problems  of  the  various  states  com- 
prehended in  their  respective  jurisdictions.     In  ihc  investiga- 
tion of  im[x>rtanl  controversies  joint  hearings,  in  which  hothj 
the  state  commissioners  and  the  regional  commissioners  mightl 
partkipDie,  could  readily  be  held.    These  intermediary  bodica| 
could  interpret  the  views  of  the  Interstate  Commerce  Co 
cnissiDn  to  tlic  state  commissions,  and  t-ue  versa.    Througti 
(his  means,  therefore,  one  of  the  dominant  factors  responsiblej 
for  the  friction  and  confusion  of  the  present  situation  might 
be  eliminated.    Express  legislative  definition  of  the  |xjwcr  of 
the  Interstate  Commerce  Commission  over  intrastate  rates 
unquestionably  necessary,  and  in  view  of  the  Shrcveport  dc-' 
cision    would    doubtless   be   held   constitutional.     But    such 
strengthening  of  federal  authority  might  increase  rather  thai^ 
diminish  the  arrogant  independence  of  some  of  (lie  slate  tribu-    . 
nals.     The  processes  of  railway  regulation  are  in  great  need 
of  cooperative  spirit  and  unified  practice  among  the  control 
ling  public  agencies.  The  outstanding  advantage  of  the  rcgiona 
commission  plan  consists  in  the  likelihood  th;it  it  would  pi 
vide  an  effective  means  for  achieving  these  desirable  ends.* 

'The  exisendes  u(  *iia<«  Ao  not  pcrmil  a  detailed  di»>cuisioa  of  the 
many  matters  of  procnlurc  ihal  migtil  improve  lite  public  rcRulaiion 
of  rates.  The  pre-war  procedure  wa«  *Iow  and  curatimome,  and 
came  into  touch  with  its  problem*  ai  too  laic  ■  stajte  in  the  process. 
There  lut  been  much  advene  criticiiin  with  regard  to  both  the  initia- 
tion and  the  rtrisioo  of  railway  cbarxcs.  In  the  imiittnon  of  rates 
the  altitude  of  shipper*  was  largely  diircgardcd.  They  were  left  to 
Iheir  remedy  after  the  event.     Two  policiei  have  been  advocated  bf 
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$j.    Raiiroad  Credit  and  the  Regulation  of  Security  Ismes 

Wc  have  already  notei]  that  the  tasks  of  rate  regulation 
present  a  dual  probtcni.  I'he  primary  tunction  of  the  original 
Interstate  Commerce  Commission  was  to  prevent  undesirable 
discriminations,  and  in  this  field  puWic  eontrol  has  scored 
notable  successes  in  tlic  course  of  the  pattt  three  decades.  Hut 
the  proWem  of  determining  the  general  rate  level  and  of  limit- 
ing railway  profits  still  remains  for  constdcralion.  This  ques- 
tion the  old  scheme  of  regulation  never  recognized  quite  ade- 
quately nor  faced  quite  frankly.  To  this  problem,  and  to  cer- 
tain closely  related  matters  bound  up  in  the  financial  regula- 
tion of  the  carriers,  we  must  now  turn. 

The  evils  of  bolh  an  inadequate  and  an  excessive  rate  level 
have  been  indicated  in  earlier  pages,  II  is  obviou*  that  one 
of  the  fundamental  purposes  of  regulating  monopoly  is  to 

way  of  ch&nffe.  The  first  ia  that  the  Government  tniliaie  rates— the 
interrtt  of  the  earticr  beiuK  limiltd  to  the  Kcneial  level  of  charges, 
anil  the  quMiion  o(  relativity  brinft  prirnarily  of  public  concern.  In 
the  slnence  of  a  government  Kuarnnty  of  eaminjt*.  ami  in  view  of  the 
desirability  of  conservinf:  private  initiaiive.  there  H'enii  to  be  no 
oousd  warrant  for  this  policy,  fiovernmcnt  Tcprcsentstion  on  the 
direetoralM  of  the  carriers  vrould  i-onililule  a  aulficieiit  advance  in 
thi«  direction,  and  would  also  slrcngihcn  the  regulative  process  in 
other  aspect*  of  the  railroad  problem.  The  second  su^RCilion  eon- 
templates  tiK  oncanicBtion  of  local  frcishl  rate  committees  in  im- 
portant traffic  ccnlcri  composed  of  railway  ol^iaU  and  rcprcicnialivc^ 
of  the  ahippinie  iiiteresti.  whoie  <liity  it  would  be  to  examine  pruposetl 
chanffca  of  rates  and  Icit  their  dr^irabilily  before  presenting  them  to 
any  commistion  aiid  itiitiatinK  tlie  leiixiH}'  process  of  investigation, 
juipetiiion,  complaint,  and  review.  This  plan  lias  much  merit_  Such 
rate  eommitteet  would  bring  licljiful  cooperation  between  the  carriers 
and  the  ihippcrs.  and  would  reduce  subBequcnl  conlroverny  to  a  min- 
imum. The  public  power  of  revision  would  constitute  an  ample  safe- 
Kxard  uatnit  ahujic  of  »uch  ncncral  interetts  as  are  not  rcpretenled 
oy  the  snippers  imnKvltatcly  involved.  Rate  rnision  hai  been  faulty — 
uide  from  the  ijueitioni  of  principle  that  have  received  detailed  dis- 
cussion in  tlte  preceding  paKea— because  of  the  slowness  of  the  proce** 
and  its  failure  to  reflect  sufficiently  the  Kpccial  necdt  of  local  condj- 
tioiil.  It  19  bclieveii  thjt  an  iiictcAMr  in  the  personnel  of  the  Interstate 
Commerce  CommUtion.  the  cxlenuon  of  iXs  bnrcau  plan  of  orfianim- 
tion,  and  the  creation  of  re^onal  comniisiioni  of  the  general  type 
deicribed  above  would  coiilribuic  substantially  toward  the  climiiia- 
lioii  of  these  defects. 
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secure  for  tbe  [>uMic  such  reasonable  charges  as  are  geiierall 
provided  by  llie  competitive  situation  in  other  fields.  On 
other  hand — especially  in  a  period  of  small  capital  investneat, 
meager  additions  and  bc1lermcnt»,  and  inadequate  facilities — 
the  protection  of  the  owners,  and  hence  of  the  service,  agahist 
tuiduly  low  charges  may  equally  be  deemed  a  proper  function 
of  tlie  state.  Since  the  level  of  railway  rates  at  llie  termiiia- 
lion  of  I'cdcral  Control  was  admittedly  loo  low — at  least  until 
the  readjustment  of  business  relations  might  produce  a  prr- 
inanent  reduction  in  the  pricci  of  commodities  and  Ibe  w3gC3 
of  labor — and  since  it  has  been  widely  claimed,  and  frequently 
admitted,  that  the  rate  polic}'  of  the  Interstate  Commerce  Com- 
mission for  more  than  a  decade  has  been  unduly  restrictive, 
this  aspect  of  the  regulative  process  must  rcct-ive  particular 
attention  in  an  analysis  of  reconstructive  policy.  The  pi 
lem  of  rales  as  thus  conceived  impinges  directly  on  the  ques- 
tion of  llie  maintenance  of  railroad  credit. 

The  level  of  transportation  rates,  the  status  of  railroad 
credit,  and  the  (low  of  capital  investment  arc  aD  inextricably 
interwoven.  The  commitment  of  funds  to  commercial  and 
industrial  cntcrpri^  is  motivated  almost  exclusively  by  tlic 
desire  for  profit.  It  is  well-nigh  axiomatic  that  new  fun<h  will 
net  flow  into  any  umlerlaking,  if  the  prospect  of  even  limited 
earnings  is  uncertain,  and  the  possibility  of  high  speculative 
returns  is  absent.  When  such  a  situation  eventuates  in  ordi- 
nary business  undertakings,  it  may  be  assumcil  that  public  de- 
mand is  not  supporting  the  enterprise,  and  that  the  further  in- 
vestment of  economic  resources  would  be  socially  undesirable. 
But  no  such  conclusion  is  justified  in  the  railway  field.  Ttie 
scantiness  of  railway  returns  may  be  largely  the  result  of  a 
restrictive  policy  of  public  rate  control.  The  carriers'  inability 
to  realize  adequate  earnings  docs  not  necessarily  involve  ma- 
terial over-prnduction  of  the  tranitportation  service  or  social 
repudiation  of  tlic  necessity  of  that  service.  Railway  rates 
must  be  so  regulated,  therefore,  as  not  merely  to  protect  the 
roads  against  the  confiscation  of  their  property,  but  to  pro- 
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vide  them  with  sufTiciciit  income  lo  stimulate  necessary  invest- 
racnl  for  improvements  and  extensions. 

In  the  pail  the  rate  Wei  has  not  always  been  adjusted  on 
such  a  basis.  Botli  state  and  fc<lcral  regulatory  agencies  have 
generally  deemed  it  their  task  to  "protect"  the  public  by  com- 
pelling rate  reductiotis  or  withstanding  proposed  advances 
whenever  po&iiibtc.  In  its  origin  thiit  policy  was  not  altogether 
unreasonable.  These  agencies  were  created  laigcly  to  combat 
predatory  monoiwlies.  whose  charges  in  the  tiglit  of  llicir  capi- 
tal commitments  were  often  irriiatin^Iy  excessive,  and  which 
were  functioning  for  many  years  under  conditions  of  con- 
stantly decreasing  railway  costs.  But  ncitlier  of  tliese  diar- 
aclerislics  arc  representative  of  the  prevailing  situation.  Since 
the  powers  of  the  Interstate  Commerce  Commission  were 
strengthened  through  the  Hepburn  amendments  in  1906,  and 
especially  since  authority  to  suspend  rate  advances  was  vested 
in  the  Commission  in  1910,  the  eosi-s  of  railway  oi>eraiion 
have  been  constantly  growing,  and  the  ability  of  the  carriers 
to  increase  their  revenues  has  been  rendered  more  and  more 
difficult.  As  a  result,  the  task  of  maintaining  interest  and 
dividend  payments  has  too  frequently  exceeded  the  tinancial 
capacity  of  the  roads,  and  free  capital  has  found  little  attrac- 
tion in  railroad  securities.  The  public  danger  of  this  situation, 
and  the  shortsightedness  of  the  policies — of  both  the  carriers 
and  the  regulatory  authorities — which  contributed  to  its  de- 
velopment, did  not  receive  due  recognition  until  the  period  of 
the  war,  when  the  burden  of  traffic  was  unprccedentcdly  in- 
creased and  the  necessity  of  adequate  service  vitally  intensi- 
fied. It  was  then  realized  thai  for  more  than  a  decade  the 
growth  in  traffic  had  swiftly  outstripped  the  development  of 
facilities,  that  both  extensive  and  intensive  expansion  of  rail- 
way plant  and  equipment  had  been  unduly  curtailed,  that  the 
American  trans|>ortation  system  was  inadequate. 

In  view  of  Iho  causal  relationship  between  service  and  credit, 
and  between  credit  and  rates,  the  inadequacy  of  the  transpor- 
tation service  and  the  demoralization  of  railroad  credit  tliat  ac- 
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compankd  the  resumption  of  private  manafjemcnt,  can  be 
reincdicd,  of  course  (assuming  the  level  of  wajjxra  and  of  com- 
modity pnces  to  Kmain  Kubilanlially  uiKlunged),  through  an 
upw»rd  revision  of  Iransporlalion  charges.  Willi  the  read- 
justment of  prices  and  wages,  further  rale  advances  might 
become  unnecessary,  and  reductions  might  become  feasible. 
But  whatever  the  absolute  level  of  charges,  a  more  liberal 
rate  policy  than  in  the  immediate  past,  fortified  by  just  pro- 
vision for  the  disposition  of  excess  earnings,  would  doubtiew 
strengthen  railroad  credit.  But  the  character  of  the  rate  policy 
of  tlic  Interstate  Commerce  Commission  is  not  the  sole  cause 
of  the  impairment  of  railroad  credit,  and  its  speedy  rehabilita- 
tion demands  the  adoption  of  certain  subsidiary  financial 
measures,  both  temporary  and  permanent,  which  deserve  con- 
v^  sideralion  before  we  enter  upon  the  question  of  the  regulation 
of  rates  and  the  limttation  of  profits. 

The  use  of  government  credit  in  support  of  Ihe  roads,  which 
constituted  one  of  the  essential  policies  of  Federal  Control, 
must  be  continued  for  a  long  enough  period  to  permit  a  stable 
adjustment  of  railway  earnings  to  the  exigencies  of  the  in- 
dustrial situation.  Until  private  capital  is  once  more  flowing 
freely  into  tlie  transportation  industry,  it  would  be  disastrous 
to  withdraw  the  support  of  government  loans  at  reasonabte 
intercs.t  rates,  for  the  purchase  of  essential  equipment  and  the 
improvement  of  facilities.  But  the  Hiiancing  of  the  purchase 
of  equipment  might  also  be  facilitated,  independently  of  direct 
government  support,  through  tlie  pooling  of  railroad  credit 
A  national  equi|inient  corporation  might  l)e  formed,  for  ex- 
ample, to  be  administered  by  represenlatives  of  both  the  rail- 
roads and  Ihe  Government,  which  could  issue  obligations  se- 
cured by  newly  purchased  equipment  and  lease  this  equip- 
ment to  the  various  carriers  without  profit.  Since  it  is  now 
the  common  practice  of  railway  companies  to  purchase  equip- 
ment through  the  issue  of  their  own  equi))m«nl  trust  obliga- 
tions— title  in  such  equipment  being  vested  in  a  trtutee  pend- 
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the  liquidatioQ  of  Ihe  debt — the  proposed  plan  is  peculiarly 
applicable  to  this  type  of  finaiiml  problem.  The  nnlional 
etjtiipmenl  corporation  would  become  a  son  of  joint  trustee 
for  the  participating  roads,  a  single  large  issue  of  bonds  being 
floated  on  the  equipment  security  of  all  tlicsc  carriers  and  with 
the  support  of  their  joint  credit.  Through  such  pooling  of 
credit,  many  carriers  would  be  enabled  to  secure  needed  loco- 
motives and  cars  whose  independent  action  would  encounter 
insurmountable  obstacles  to  financing  at  reasonable  rates;  the 
large  unified  issues  of  the  national  corjioratiori  would  possess 
elements  of  strength  and  safety  that  would  render  their  appeal 
to  investors  much  more  effective  than  the  small  individual  is- 
sues of  single  roads. 

And  the  pooling  of  credit  might  profitahly  be  extended  to 
other  fields  than  the  purchase  of  equipment.  This  method  can 
be  more  widely  utilized,  for  example,  in  the  financing  of  ter- 
fflina]  improvements.  In  this  case  the  basis  of  the  joint  obliga- 
tions would  be  property  jointly  owned  and  used  in  common 
by  many  carriers,  A  number  of  the  larger  and  more  important 
terminals,  and  a  substantial  proportion  of  the  local  terminal  rail- 
,ds.  have  resorted  to  this  policy  in  the  past.  The  present 
ssity  i.s  for  an  extension  of  this  financial  device  to  the 
task  of  improvii^  all  of  the  more  congested  terminals  in  which 
enlargement  of  plant  and  coordination  of  facilities  is  a  vital 
need.  In  some  of  our  terminal  cities  the  valuable  monopoly 
holdings  of  a  single  company  stand  in  the  way  of  joint  action, 
rporations  whose  early  development  or  special  foresight 
abled  them  to  acqiure  strategic  sites  for  stations  and  yards 
arc  loatli  to  surrender  their  monopolistic  advantages.  The 
leverage  of  vested  ownership  is  thus  made  to  obstruct  desir- 
able plans  for  the  coordination  and  common  use  of  existing 
facilities,  or  for  the  joint  financing  of  such  improvements  as 
deemed  necessar>'  for  the  general  good.  While  established 
csts  are  entitled  to  reasonable  recognition,  and  to  ju.'rt 
ipensation  when  appropriated  to  the  public  use,  the  abuses 
incident  to  exclusive  ownership  or  control  of  terminal  proper- 
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ties  render  this  .t  legitimate  fickj  (or  government  intervention. 
The  Interstate  Commerce  Commission  might  very  properly, 
and  to  t)te  decided  advantage  of  the  public  interest,  be  author- 
i«c<J,  under  the  power  to  compel  adequate  scrvtc*.  to  order 
necessary  terminal  improvements,  to  be  jointly  financed  by  the 
carriers  concerned.  Credit  difficidties  would  thereby  )>e  re-  fl 
licved  and  ilie  efikieiKy  of  the  transportation  service  greatly 
enhanced. 

Bui  the  advantages  inherent  [n  the  pooling  of  credit  can  be 
most  cfCectively  realised  tiirnugh  actual  railrond  consolida- 
tion. In  the  preceding  chapter  the  need  of  unification  was 
considered  primarily  from  the  standpoint  of  operation  and 
service.  It  is  equally  essential  for  the  .strengthening  of  rail- 
road credit.  Extensive  consolidation  of  transportation  lines 
means  the  massing  of  railway  resources  on  a  gTan<l  scale — the 
pooling  of  credit  in  most  comprehensive  fashion — and  if  such 
a  policy  is  likely  to  prove  advantageous  in  the  specific  tasks  of 
equipment  purchases  and  terminal  improvements,  it  is  bound 
to  advance  the  genera!  credit  situation.  As  a  systematic  re- 
gional scheme  of  railroad  consolidation  is  slowly  evolved  out 
of  our  multifarious  network  of  independent  transportation 
lines,  the  basic  difficulties  of  the  credit  situation  will  be  grad- 
ually cleared  away.  Specifically,  one  of  the  most  stub- 
bom  sources  of  difficulty  is  to  be  found  in  the  "strong  and 
weak  road  problem."  However  liberal  the  efforts  of 
the  public  authorities  to  establish  adequate  rates  for  the  car- 
riers as  a  whole,  and  however  extensive  the  informal 
methods  of  financial  cooperation  entered  into  by  the  railroad 
corporations,  the  presence  of  indqiendcnt  "weak  roads"  in  the 
transportation  system  is  bound  to  injure  the  status  of  railrxiad 
credit.  These  roads  continue  to  operate  at  a  disadvantage, 
financially  as  well  as  physically,  causing  undermaintenunce  of 
(heir  existing  facilities  and  inability  to  provide  reasonable  ex- 
lenstons  and  improvements;  they  thus  impair  the  transporta- 
Hon  service  as  a  whole,  and  prevent  llic  development  of  the 
communities  dependent  upon  them.    And  complete  failure  of 
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the  weakest  of  ihem  lends  to  utnlermiiie  the  confidence  of  in- 
vestors in  the  entire  list  of  railroad  securities.  The  strong  and 
weak  road  problem  constitutes  as  Biffnificant  an  clement  in  the 
question  of  railroad  credil  as  in  the  formulation  of  rules  of 
rate-making.  Only  through  a  sufficiently  comprehensive  policy 
of  compulsory  railroad  consolidation  can  it  be  finally  adjusted. 

I!ut  such  positive  measures  as  have  thus  far  been  su^:ested  -^ 
are  bound  to  prove  futile,  if  unaccompanied  by  vigorous  and  7 
effective  public  control  of  the  issuance  of  railroad  securities. 
Private  finaDd.tl  mismanagement,  in  the  form  of  inflated  capi- 
talization and  improper  disposition  of  capital  funds,  has  served 
as  one  of  the  most  [wtcni  obstacles  to  the  sufficienc>'  of  the  rate 
level,  the  maintenance  of  railroad  credit,  and  the  adequate  de- 
velopment of  the  transportation  service.  This  obstacle  must 
be  removed,  if  the  railroad  industrj-  is  to  cease  providing  a 
fruitful  field  for  .spcimlative  operatwns,  if  the  confidence  of 
capital  in  railroad  investment  is  to  be  restored,  and  if  the 
public  is  to  have  reasonable  assurance  that  the  advantages  of 
a  more  liberal  rate  policy  will  not  be  dissipated  through  dis- 
lest  or  iinpfudeiil  fmancial  management. 

The  regulation  of  railway  security  issues,  as  of  all  corpo- 
rate securities,  might  be  strongly  urged  on  tlie  ground  of  afford- 
ing protection  to  hona  fide  investors.  The  evils  of  overcapital- 
ization and  financial  manipulation  are  many;  and  the  defraud- 
ing of  innocent  investors  and  minority  sbareholdcrs  by  "in- 
siders" is  not  the  least  of  them.  Under  the  complexities  of 
business  organisation  and  intercorporate  relationships  that  pre- 
vail to-day,  the  doctrine  of  caveat  emptor,  as  applied  to  cor- 
poration securities  generally,  is  as  inadequate  socially  a*  the 
busser-faire  philosophy  which  gave  it  birth.  But  whai  the 
problem  of  improper  capitalization  is  viewed  from  the  stand- 
point of  the  private  investor,  the  railroads  arc  not  the  only, 
nor  even  the  chief,  offenders.  I-oose  financial  practices  have 
pervaded  the  entire  industrial  field.  Whether  or  not  the  power 
government  shall  he  used  to  protect  unwary  purchasers  of 
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stocks  and  bomls  is  a  problem  in  which  all  corporations  are 
on  sil&stantially  the  s^imc  plane,  and  in  which  the  entire  ques- 
tion of  the  proper  extent  of  public  interference  with  private 
enterprise  is  involved.  But  whatever  policy  may  be  adopted 
as  to  this  larger  problem,  the  nixressity  of  security  regulation 
in  the  railroad  industry  c»nnot  be  questioned. 

There  is  as  distinct  a  public  warrant  for  llw  regulation  of 
railroad  security  issues  as  there  is  a  definite  public  interest  in 
the  maintenance  of  reasonable  rates,  adequate  service,  and 
sound  credit.  In  its  broadest  aspect,  the  regulator)-  function 
may  best  be  defined  as  an  attempt  to  secure  to  the  public  the 
best  service  compatible  with  reasonable  rates.  Such  rates  and 
service  arc  impossible  of  achievement  without  sound  credit. 
And  after  more  than  thirty  years  of  experience  with  railroad 
regulation  by  the  Federal  Government,  the  conviction  has  be- 
come firmly  established  that  no  one  of  these  objectives  can  be 
satisfactorily  attained  under  conditions  of  unlimited  corporate 
freedom  in  the  matter  of  finan<;ia1  organization.  Unwar- 
ranted inflation  of  capital  issues,  unwise  arrangement  of  se- 
curities, and  unscrupulous  manipulation  have  emer^d  periodi- 
cally even  in  recent  years.  Tliesc  practices  have  exerted,  and 
are  boimd  to  exert,  a  significant  influence  upon  rates,  service, 
and  credit.* 

A  marked  conflict  of  opinion  has  always  existed  as  to 
whether  capitalization  produces  any  effect  on  rates.  The 
siiokcsinen  for  the  railroads  have  generally  denied  the  exis- 
tence of  any  such  relationship.  In  the  initiation  of  railway 
chaises,  they  argue,  the  value  of  the  »cr\'ice,  and  it*  cost  as 
far  as  a«;ertain.-)h1c,  arc  the  primar>*  considerations;  the 
amount  of  outstandit^  securities  plays  no  part  in  the  adjust- 
ment. And  in  the  public  regulation  of  rates,  (he  clear  trend  of 
both  judicial  and  commission  opinion  is  against  the  recognition 

*An  excellent  recent  <lisca8tion  of  the  effect  of  capilalixation  on 
rates  and  »prvi«  ati<1  ttn  influence  on  cre<lii  Is  to  b«  (ounil  in  Jatnei 
C.  Boiibrixlit.  Kaitroad  Catitaiiathon.  chnptcff  I  and  II.  pp.  ij-^j 
{Colmmbia  SluHfs  in  Hitlftry.  ncotiomics  and  Public  Law,  Vol.  XCV, 
No.  Ij.    See  alou.  ibid.  Appendix  A  and  8,  pp.  IS6-16& 
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the  volume  of  outstanding  securities,  fictitious  as  well  as 
genuine,  as  a  basis  of  "fair  v:ilue."  Thtsc  contentions  may 
be  accepted  as  valid  in  principle,  but  there  is  ample  te^imony 
that  in  practice  over-capitaliiation  lends  to  result  in  excessive 
charges. 

Capitalization  is  frequently  accepted  25  evidence  of  invest- 
ment, if  not  as  a  distinct  factor  in  determining  the  value  base 
on  which  the  reasonableness  of  rates  is  to  be  tested ;  and  the 
necessity  of  supporting  railway  credit — the  strength  of  which 
is  determined,  concretely,  by  the  return  available  on  stocks  and 
bonds,  rather  than  by  the  general  extent  of  tran$]>ortation 
revenue— often  leads  to  an  increase  in  the  rate  of  return  be- 
cause of  inflated  capilaliiation.'  "It  is  often  said."  in  the 
words  of  Interstate  Comincrce  Commissioner  Clements,  "that 
capitalization  has  nothing  to  do  with  the  question  of  reascm- 
ablc  rates.  Perhaps  legally  and  technically  speaking  tliat  is 
true,  but  as  a  matter  of  fact  it  is  never  left  out  of  view."  '* 
However  strictly  railway  charges  may  be  regulated,  the  exces- 
sive issuance  of  securities  creates  vested  interests  that  few 
courts  or  commissions  have  the  hardihood  to  ignore  altogether. 
It  is  generally  true  that  rates  arc  not  explicitly  and  directly 
based  on  capitaliiiation ;  but  the  inevitable,  though  indirect, 
relationship  between  them,  especially  through  the  medium  of 
the  rate  of  return  as  aflfcctcd  by  the  credit  influence,  has  re- 
peatedly received  recognition  by  the  regulating  authorities.  The 
Interstate  Commerce  Commission  has  clearly  discerned  the 
character  of  the  more  important  circumstances  which  create 
this  intimate  relationship  between  the  volume  of  railway  se- 
curities and  the  level  of  railway  charges : 

"When  one  holds  in  mind  how  persistently  the  courts  oppose 
the  enforced  apjiroach  of  railway  tariffs  lo  the  line  of  confis- 
cation ;  when  one  comes  to  realize  how  eager  the  carrier*  are 
restore  to  their  property  accounts  ihc  value  of  the  unprovc- 

'  *Cf.  Jamo  C.  BonbriKhl,  of.  til.,  pp.  3<^37. 

"  National  Asiocuiion  d  Railway  Commttuoner*,  Proceeding »,  24lh 
coDvention.  1912.  p.  219- 
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merits  of  past  years  paid  out  of  revenues ;  when  otie  clearly  un- 
(l«reiands  that  so  kmg  as  railways  which  o[)erate  on  (UtTemil 
levels  of  cost  continue  to  cotiiiHlc  (or  ihc  same  traffic,  there 
must  result  a  permanent  clitTcrcfitial  prolit  lo  the  more  foi- 
tunate  road;  and.  finally,  when  one  rcficcis  uixm  Ihe  fact  tlat 
securities  once  issued  arc  ordinarily  I>eyond  recall  and  heyond 
control,  it  is  difTicult  to  5ee  how  one  caii  assert  ihat  the  kind  and 
omotmt  of  securities  isMUcd  hy  a  public  service  iitdustry  tiave  no 
1>earing  on  the  problem  of  railway  tariffs  as  that  problem  must 
be  regarded  by  the  commission  and  by  the  courts."  " 

The  adverse  effect  of  over-capltalisration  on  service  is  more 
direct  and  more  significant:  the  demands  of  ihe  transportation 
service  that  the  financial  structure  be  sound  are  even  more 
compelling  than  th«  necessities  of  reasonable  nile  adjustment. 
The  most  clearly  recognized  responsibility  of  railway  manage- 
ments is  to  earn  profits  for  the  shareholders  who  placed  them 
in  pmver.  Unsound  financing,  under  such  circumslances,  sub- 
jects these  managemenli  lo  an  irrcsisiible  pressure  for  the 
realization  of  earnings  and  the  distribution  of  dividends  that 
are  not  legitimately  provided  by  the  (low  of  transportation 
revenue,  Impainnent  of  the  service  is  an  inevitable  outcome 
of  this  situation.  Eitlicr  tlic  plant  Is  neglected,  in  order  tlial 
an  apparently  favorable  financial  showing  may  be  made  and 
the  credit  of  the  carrier  temporarily  m.iinlained,  or  the  market 
estimate  of  the  carrier's  securities  becomes  so  depressed  that 
its  ability  to  attract  new  funds  for  needed  improvements  and 
extensions  h  almost  entirely  destroyed.  In  most  instances  of 
inflated  or  improper  capitalization,  both  of  these  results  fol- 
low, ultimately  leading  to  serious  financial  embarrasimcnt, 
receivership,  reorganiialion.  and  a  hbotious  struggle  to  obtnin 
funds  for  the  rehabilitation  of  the  property. 

Flagmnt  resort  to  stock  watering  is  generally  accompanied 
by  a  variety  of  quetttionablc  practices  designed  to  give  an  ap- 
pearance of  substance  and  reality  to  the  nominal  capitaliita- 
tion — to  the  inevitable  impairment  of  scrv-ice,  the  misuse  of 

■  Twenty-second  Aimual  Report  of  the  Interstate  Coauncrcc  Com- 
mis.»ioii.  I9>^  p.  86. 
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Operating  revenue,  and  the  ttltimate  destruction  of  rBiiro3<I 
credit.  Maintenance  is  reduced  to  the  lowest  possible  limits; 
insufficient  depreciation  reserves  arc  set  up  to  relain  the 
original  investment  intact ;  no  provision  is  made  for  business 
contingencies.  The  proi>erty  is  ihertliy  stripped  and  the 
service  is  cheapened — in  order  that  interest  may  he  paid  and 
dividends  maintained.  And  not  infrequently  the  complexities 
of  an  unsoinid  finjincial  structure,  and  the  imjiropcr  practices 
just  indicated,  lead  to  dishonest  misrepresentation  and  tnanipu' 
lation,"    The  same  general  result  follows.    Railroad  credit  is 

"C/.  the  follnwing  account  of  tome  of  the  tubtidinrjr  mclhodi  often 
resorted  to  in  connection  witli  the  practice  of  stock  wrateitng:  ".M- 
thounh  stock  wnliriiiK  w  a  favorite  device  by  which  ).pecuUlivc  finan- 
ciers attempt  to  inllate  market  values,  it  U  not  tlie  only  iJevice.  In- 
deed, tiiilcst  uMyl  in  conncciinn  with  other  methods  of  emiimt  false 
bopes,  it  is  ivit  apt  to  be  eflective.  I'romotcrs  never  rely  *ok1y  on 
ihc  tendency  of  invcjtorj  lo  think  tlwt  more  stock  means  more  eam- 
ingi;  they  mtcmpt  to  farther  that  temieucy  l^  various  kinds  o( 
manipulation.  Glowinj;  itroipeeiuses  aiid  optiniiitic  financial  State - 
nieiiii  :ite  Jisucd;  investors  are  asMircd  ihst  the  hixher  capital izaiion 
is  justilicd  by  the  incceaicd  earning  power  that  may  be  rxperted  u  a 
mult  of  the  new  mananciitent.  or  as  a  result  of  the  u(lvaiiiage»  of 
consolidation  with  other  companiet.  The  deception  may  be  even  more 
downrisht:  it  may  take  the  funn  of  falsified  earnings  xtatcmenls, 
'padded   balance  sheets,  and  (abe  rumors  of  incrc-itcd  dividciida. 

".American  railway  bittury  can  show  many  example*  of  these  forms 
of  deception,  althoueh,  in  recent  ycata,  the  siiuation  ha»  been  mtich 
improved  by  the  strict  nccounttijs  regulations  of  the  Intcrt'Iate  Com- 
merce Commission.  The  Erie,  in  il»  early  days,  seriously  overstated 
its  earnings  in  orOrr  lo  pay  unearned  dividends.  The  Loubviile  and 
Kafhvlllc  is  reported  by  Ihc  Iiilentatc  Coimncrce  Commistion  to  have 
made  improper  claruei  on  its  balance  sheet  lo  property  accouitt  in 
otder  to  oUset  the  liabilities  created  by  a  series  of  slock  dividends 
issued  between  i!i6o  and  i8i)t.  (xt  ■■  C.  C.  Krp.  ■«!,  |i<Ji5|.)  More 
recent  eases  of  iniireprcMMiIaiiun  have  been  brought  lu  liKhi  by  sev- 
eral railway  failures  occurring  within  the  latl  few  years.  Part  of  the 
troubles  of  the  i'ere  Marijueltc  and  o(  the  Cincinnati.  Hamilton  & 
Dayton  was  aiiribuied  by  the  InlerMate  Commerce  Conimisdoa  to  an 
cxcetsive  capital iraiiaii  placed  tipom  the  companies  in  the  eaily  part 
of  the  prejent  century  by  a  tpecnbtive  and  unscrupulous  tunafce- 
mcnt.  In  order  to  make  a  market  for  these  securities,  interest  and 
dividends  were  paid  out  of  c;ipital — a  fact  which  was  concealed  by 
improper  charces  to  capital  account.  (44  I-  C.  C.  Rep.  1  I1Q17]-}  By 
similar  practices  the  Rock  Uland  management,  under  the  Keid-Moore 
control,  attempte^l  lu  eive  an  appearance  of  reality  to  a  Rroisly  in- 
flated capitalixation.  (36  I.  C  C  Rep.  43  [iQiS].)"  James  C  Bon- 
bright,  of.  eil.,  pp.  $7-^ 
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weakened  and  ll>c  provisioii  of  adequate  service  rendered  ini' 
possible.  However  extensive  the  aulliority  of  die  Interstate 
Commert-e  Commission  to  regulate  llie  traijsportalion  service, 
its  efforts  will  be  futile,  if  Ihc  carriers,  because  of  financta]  rais- 
nanagement,  are  deprived  of  necessary  funds  with  which  toil 
maintain  an  adequate  servira.  It  !s  an  integral  )>art  of  the 
regulative  process,  therefore,  particularly  from  the  standpoint 
of  service,  to  prevent,  as  far  as  possible,  the  existence  of  over- 
capital  ixat  ion  in  the  railroad  industry,  and  lo  remove  the 
danger  of  uncontrolled  financial  raiding  of  the  carriers  by  the 
first  Bclfishly-mindcd  and  unscrupulous  management  that  may 
l>c  raised  to  power." 

It  appears  from  the  foregoing  analysis  that  improper  capi- 
talization leads  to  excessive  cliargcs  and  to  impaired  service 
largely  through  its  dcAtructive  inllucncc  upon  the  credit  of 
the  carriers  concerned.  The  rate  of  return  allowed  to  the 
railroads  by  regulatory  agencies  tends  to  be  increased,  in 
order  that  a  Miffinent  flow  of  new  capital  may  be  attmctcil 
into  the  field,  and  under-maintcnancc  of  plant  and  equipment, 
as  well  as  inability  to  provide  for  neccssar>-  improvements  and 
extensions,  are  induced  by  demoralization  of  credit.  This  ad- 
verse credit   influence  may  spring  from  the  undesirable  ar- 

""Perhapi  the  two  best  cxninnle*  tn  r«e«iit  rnilroiid  hiuory  of  lltv 
cvilt  of  finck  walcTtng  lo  which  we  huvc  alluded  ar«  Uh-  Alton  re- 
OTganiutiuii  in  tStj^-igoo  and  the  Rock  Islanct  rcorgiiitizaiian  in  1993. 
Before  its  reorganualion,  each  of  these  roadi  wai  in  sound  fiiuuicial 
condition  and  was  able  lo  p»x  rcaionibic  divideixls  on  a  conscrvsliTf 
capita  ligation.  Then  came  the  new  itunigctnenlt,  with  policie*  of  ex- 
pansion  and  with  promises  of  tcrtaily  bcrcaicd  carainn).  In  order 
to  cnliaticc  the  market  values  of  the  tceuritici  and  thus  to  sell  oul  al 
a  handsome  iirolit,  these  controllinK  Intnc^its  iiiocui-ded  by  varioui 
devices  lo  indate  the  cnpiialbation  far  out  of  ptoporlion  to  tiK  in- 
created  jnveilment  in  the  properties.  For  a  short  period  of  lime,  the 
increase  in  Ihc  nominil  capitaliialioit  cauMsl  tlic  maritct  value  ol  tlic 
>1oci<i  and  bonds  to  li^  far  above  Ihe  old  (igures.  Itul  tooa  it  became 
evident  lltat  ilie  liearicr  burden  of  Interest  and  dividciKis  was  lai 
beyond  llic  abilily  of  the  coinpnnirt  to  pay.  Then  the  bubbles  burst. 
The  Rock  Island,  in  1915,  went  into  the  h3i>di  o(  a  receiver,  and  the 
Alton,  ils  rrcHit  scrii>u(^I]r  impaired,  barely  cK^ped  a  simiUr  (ate 
owing,  it  is  said,  to  tlic  linaociiU  support  of  the  Union  PactTic"  /frid., 
pp.  SS-S& 
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ngcmciit  of  capitalization  as  w«I]  as  from  the  excessive  is- 
suance of  securities.     The  overloading  of  lh«  financial  plan 
^Kitb  bondctl  indebtedness  creates  a  tnass  of  fixed  oblitrations 
^Hfhich  muKt  be  met  even  in  (lie  face  of  serio;is1)'  contracting 
^^Kvenues,  and  leads  directly  to  failure,  rccetversliip,  and  re* 
I     organization.    The  inclusion  of  unwarranted  amounts  of  pre- 
I      ferred   stocks,  especially   when  cumulative,  likewise  operates 
to  bring  OR  financial  einbarras^ncnt,  through  the  weakening 
I     of  credit  and  tlic  draining  of  esstntial  working  capital,  in  spite 
I     of  the  fact  that  preferred  stocks,  from  the  legal  standpoint, 
'     create  contingent  rather  than  fixed  oliligalioiis.    And  even  such 
I      inflation  as  manifests  itself  through  the  overissue  of  common 
stocks  tends  to  introduce  credit  difficulties,  because  neither  the 
contingent  character  of  the  obligation  nor  the  absence  of  a 
fixed  dividend  rate  destroys  altogether  the  influence  of  the 
fact  tlial  Ilic  security  holder's  expectations  must  necessarily 
be  disappointed  when  the  flow  of  transportation  revenue  rea- 
ders the  carrier  incapable  of  initiating  or  maintaining  a  policy, 
of  dividend  disbursement.'*    A  sound  credit  structure  cannot 
L     be  rcjircd  on  unsound  fmancLal  foundations, 
^H  Credit  is  also  subject  to  intangible  influences.    The  basis  for 
^^ts  maintenance  is  largely  psycholugical  in  character,  consistin^g 
in  the  coiifideiite  of  the  public  that  the  corporations  involved 
v\ill  be  able  (o  meet  tlicir  financial  obligations,  fixed  and  con- 
tingent.   In  the  not  distant  past  railroad  securities  commanded 
,     4Uch  confidence.    In  the  early  part  of  the  present  century  the 
^Htfues  of  our  better  railway  companies  were  among  the  most 
^^ralablc  securities  on  the  market,  the  public  confidence  shown 
toward  them  being  incomparably  greater  than  that  accorded  to 
the  stocks  and  bonds  of  industrial  corporations.    In  the  past 
decade  or  more,  however,  a  number  of  factors  have  been  oi>- 
rative  tending  to  destroy  this  confidence.    The  railroads,  in 
ic  main,  explain  this  radical  change  in  ptiblic  attitude  by  ex- 
clusive reference  to  the  strengthening  of  the  regulative  process 

L-C/.  /W.,  pp.  61-fa. 
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and  the  imi»sition  of  an  uiwluly  restridive  rate  i>olicy;  the 
liostilUy  of  llic  slate  commissions,  and  the  refusal  of  tlie  In- 
terstate Commerce  Commission,  in  a  number  of  notable  and 
much-discussed  cases,  to  j-icrniit  any  substantial  increase  in 
tlie  rate  level,  in  spite  of  increasing  costs  of  operation,  arc 
made  to  bear  tlic  brunt  of  tlic  responsibility. 
of  tbe  carriers  would  be  fully  justitled  only 
n«s3  of  the  rale  level  were  tested  by  the  rale  of  return  it 
would  yield  on  actual  investment,  honestly  and  prudently 
made,  without  addition  of  unwarranted  speculative  and  in- 
tangible elements  of  value,  and  if  lite  roads  had  been  free  o' 
the  financial  malpractice  which  has  so  fmjucnily  resulted  in 
the  dissipation  of  railroad  capital  and  the  misdirection  o 
transportation  earnings.'"  But  these  niilway  claims,  whethei 
true  or  false,  have  played  their  part  in  the  impairment  of' 
railway  credit.  The  carriers  found  themselves  in  tlie  anoma- 
lous position  of  destroying  their  credit  in  iIk  attempt  tn  pre- 
serve and  strcngtiicn  it — througli  the  confession  of  financial^ 
weakness  involved  in  their  representations  to  tlic  Interttati 
Commerce  Commission  and  other  investigatory  bodies,  and 
through  the  pessimistic  tone  of  Iheir  appeals  to  tlw  public. 
This  situation  made  the  financing  of  improi-cmcntj  and  re- 
funding operalione  increasingly  difficult,  and  compelled  a 
growing  resort  to  the  issuance  of  l>onds  rather  than  of  capital 
stocks — a  factor  which  further  weakened  the  financial  stattts 
of  the  railroads.  As  a  result,  ihcrefure.  of  both  the  conserva- 
tive altitude  of  the  regulatory  commissions  and  of  tlte  propa- 
gandist activities  of  the  roads,  public  confidence  in  the  ade- 
quacy and  slabiHty  of  railway  earnings  was  seriously  shaken. 
But  an  equally  potent  cause  of  this  gradual  undermining  of 
public  confidence,  which  is  of  the  very  essence  of  credit,  was 
the   frequent   irresponsibility  and   intermittent   dishonesty  of 

"For  an  int«rcslUig,  and  somewhat  deuikd,  prescnialion  of  both 
sUlcs  of  tliit  coiilrovrf^y.  sec  the  correspondence  l)clwcrn  Oi4(let  C 
McChoril.  of  (he  liiterntate  Commerce  Commi»>oti,  and  Francis  Id 
Siisun,  Vice- President  of  the  Guaranty  Truit  Corapauy,  wbicti  la' 
tDCorponlL-d  in  tlte  record  of  the  Senate  Hearings,  ppL  SSb'Sgi;, 
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railway  managements.  The  specl.ic!c  of  the  Kew  Haven  atid 
Rock  Island  disasters,  for  example,  was  not  without  its  effect. 
%MiiJe  dangeroush-  speculative  financing  had  characterized 
railroad  devc1(^ment  in  this  country  from  the  beginning,  in 
these  and  similar  cases  imprudent  or  fraudulent  dealings  had 
in  a  few  years  reduced  wtll-cslablishcd  and  succe:ssful  trans- 
portation systems  to  banVniplcy.  Confidence  in  railway  finan- 
cial management  could  not  with.stand  siicli  shocks  without  de- 
moralization of  credit.  Add  to  this  condition  of  afFairs  the 
fact  (hat  inflated  capitalisation  had  r<;nd<:n-d  it  impossible  for 
many  roads  to  dishurse  any  substantial  dividends  in  spite  of 
reasonably  adequate  earnings  on  their  bona  fdc  investment, 
and  the  funhcr  fact  that  such  destruction  of  confidence  as 
we  have  been  noting  inevitably  sweeps  more  widely  than  it 
should,  tcndinj*  to  impair' the  credit  position  of  soundly 
financed  and  conservatively  managrd  corporations  along  with 
that  of  llie  companies  directly  Builly  of  abuse — and  llic  de- 
cline of  railroad  credit  in  the  years  immediately  preceding  the 
Great  War  is  easily  comprfbaisiblc.'* 

These  considerations — both  intimately  and  vitally  connected 
with  the  essential  dements  of  the  regulative  prnei."=s — consti- 
tute the  basis  of  the  need  of  public  r^ulation  of  railroad  se- 
curity issues.  Such  regulation  is  an  indispensable,  if  sub- 
sidiary, means  of  maintaining  a  continuous  flow  of  adequate 
transportation  service  at  reasonable  rates.  The  development 
of  appropriate  principles  and  machinery  of  fiovcmment  control 
over  capitalization  and  capital*  cxpemiitures  would  remove 
altogether  the  possibility  of  further  resort  to  the  more  flagrant 
types  of  financial  manipublion ;  and  it  would  tend  to  insure 
(hat  capital  committed  to  railroad  enterprise  is  really  neces- 
sary, that  it  is  legitimately  used  for  legitimate  purposes,  that 
the  total  quantity  of  securities  Usued  is  reasonably  equi\-a- 
lent  to  the  value  of  the  property  received,  and  that  the  obliga- 
tions which  they  represent,  by  virtue  of  the  arrangement  of 

"Cf.    Max  Thelen.  "Dejirable  Scope  ai>d  Method   of  Federal  Reg- 
ubtioD    of    Railroad    SecuHttct,"   AHnah,  March,   1918,  p.   ipt. 
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the  corfwrale  instruments,  are  not  imposit^  an  undue  liurdc 
upon  (lie  normal  earning  i"i[>acity  of  the  roads  involved.  Sue 
a  system  of  rcgv'^tion  predicates  the  a[>prov.il  of  governmental 
authority  as  a  condition  of  the  issuance  of  railroad  securitie 
and  a  reasonable  degree  of  &upcr%'t!iton  over  lite  acliul  dii 
bursement  of  capital  expenditures.  While  tt  is  impracticably 
through  financial  regulation  of  this  character,  or  in  any  othef 
way  {)crhaps,  to  eliminate  allogclhor  the  possibility  of  railroad 
failures,  and  while  it  is  undesirable  that  such  government  con- 
trol sltould  constitute — even  by  implication — any  guaranty,j 
legal  or  moral,  of  the  financial  validity  or  merit  of  ratlwaji 
security  issues,  the  public  would  certainly  enjoy  a  reliabld 
assurance  that  capital  funds  committed  to  railroad  un<)ennlC'J 
ings  are  being  subjected  only  to  the  normal  risks  of  industria 
enterprise.  The  establishment  and  progressive  development  o(\ 
such  regulative  policy,  coupled  with  a  continuance  of  tl«' 
practice  fallowed  by  many  of  the  roads  of  reinvesting  surphis 
earnings,  would,  even  in  the  absence  of  any  attempt  to  scale 
down  existing  over-capitalization,  gradually  remove  from  ihc 
carriers  the  general  stigma  and  concrete  obstacles  that  spring 
from  a  condilinn  of  inflated  capitalization,  ami  substantially 
improve  their  ability  to  mue  securities  upon  which  the  actual 
payment  of  an  adequate  return  would  be  feasible.  Tlte  wik 
performance  of  this  regulative  function  would  help  restore  to 
the  railroads  the  public  confidence  which  they  once  enjoycd,J|l 
and  of  which  the]'  arc  in  special  i>ced  during  tlic  present  criU-flj 
cal  condition  of  railroad  credit. 

In  order  that  security  regulation  may  be  cfTectivc,  it  must 
be  uniform.  Government  authority  must  be  centralized;  its 
scope  must  be  national,  and  the  agency  for  its  exercise,  fed- 
eral. More  than  twenty  of  the  slates  have  provision  for  the 
regulation  of  the  securities  of  railroads  and  other  public  util- 
ities. The  activities  of  the  more  imiwrtant  of  these  states 
notably  Massachusetts.  New  York,  Wisconsin,  and  California 
— have  been  highly  successful  as  applied  to  local  utilities  ani 
will  prove  helpful,  even  as  ivgards  the  railroads,  by  point 
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t1>e  methnd  and  direction  of  federal  control.  But  that  state 
regulation  is  iiudctni.ite  in  the  railway  fwld  is  cvi<l«iced  by 
the  emergence,  c%-en  in  recent  years,  of  the  many  cas«s  of  fla- 
gnnt  financial  abu&c  to  which  reference  has  already  been 
made.  Responsibility  for  this  situation  does  not  atladt  ex- 
dn^vely  to  the  inaction  or  iinwtee  action  of  particular  stales 
or  of  their  commissions;  it  is  an  inevitable  outcome  of  the 
dominnntly  interstate  cJiarader  of  our  transportation  lines 
and  of  the  limited  jurisdiction  of  state  authority.  Moreover, 
the  diversity  of  pHneiple  and  practice  necessarily  involved  in 
state  regulation,  in  addition  to  the  anomaly  of  attempting  to 
split  up  the  railway  systems  in  accordance  with  state  bound- 
aries for  financial  purposes,  must  render  such  regulation  aim- 
bersome,  confusing,  expensive,  and  ineffective.  The  consid- 
erations involved  arc  similar  in  character  to  those  already  dis- 
cussed in  connection  with  the  regulation  of  rates  and  service. 
Federal  control  is  the  only  practical  mc^ns  available  for  secur- 
ing uniformity  and  cfTccttvcncsB  in  the  regulation  of  security 
issues.  Moreover,  this  federal  jurisdiction  ought  not  to  be 
made  concurrent  with  that  of  Ihc  state.^.  Such  extension  of 
federal  power  would  but  subject  the  carriers  to  one  additional 
master,  and  would  tend  to  promote  those  conflicts  between 
state  and  federal  authority  which  have  proved  so  troublesome 
in  ihc  regulation  of  railway  rales.  Railway  security  regula- 
tion, tlien,  must  be  federal,  and  exclusively  federal. 

Finally,  the  method  of  actual  administrative  control  must 
be  adopted,  and  not  the  mere  poWcy  of  publicity.  This  judg- 
ment is  enforced  by  the  entire  history  of  railroad  regulation, 
as  well  as  by  the  experience  of  the  states  in  the  supervision  of 
security  issues.  The  old  advisory  conimissinns  gave  way  to 
those  of  the  mandatorj-  Ij-pc  because  the  mere  reliance  upon 
the  pressure  of  public  opinion  did  not  serve  to  adjust  promptly 
ami  efjuifably  the  many  complexities  of  railroad  relationships. 
And  a  similar  conclusion  has  been  found  to  be  amply  war- 
ranted in  the  narrower  field  of  security  regulation.    Wliik 
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enforced  publicity  (tlirough  the  filing  of  a  public  record  of 
financial  tranncllons)  might  serve  to  protect  tome  investors 
agaimt  the  piirchase  of  worlhlcss  securities  atxl  mteht  restrain 
some  managements  from  resorting  to  flagrant  manipulations, 
the  public  interest  involved  in  the  maintenance  of  a  rcawn- 
ahle  cor  res  poll  <icm-e  between  investment  ami  cnptt.ilijration, 
and  in  the  complete  elimination  of  fraudulent  and  imprudcni 
financial  practices,  necessitates  the  raore  drastic  policy  of  posi- 
tive control.  The  rccognitiim  of  this  necfs^ity  has  led  prac- 
tically alt  of  the  state  governments  by  which  security  regula- 
tion has  been  attempted  to  clothe  their  commiHsions  witli  af- 
firmative power  for  granting  or  withholding  approval  of  pro- 
posed security  issues,  upon  application  of  the  carriers,  and 
for  determining  the  terms  and  conditions  for  their  issuance. 
n)e  activities  of  the  slates  in  this  regard  may  profilably  serve 
as  a  basis  for  the  cstabHshment  of  federal  regulation.  Direct 
Congressional  enactment  of  specific  rules  should  be  reduci 
to  a  minimum ;  the  Interstate  Commen-e  Commission  shoul 
be  clothed  with  plenary  power  and  wide  administrative  discre 
tion ;  and  the  experience  of  the  state  commissions,  as  tnodifiei 
or  molded  by  judicial  decision,  should  serve  as  a  starting-point 
for  the  development  by  the  Conuni&sioD  of  principles  of  rail- 
road capitalization. 


87.    Thf  LimilalioH  of  Financial  Return 


1 


The  general  signilicance  of  this  final  problem  has  already 
been  indicated.  It  now  constitutes  t!te  central  task  of  the 
policy  of  railroad  rcgubtion.  The  very  term  "rate  reasonable- 
ness" has  largely  lost  its  primary  meaning — a  reasonable  inter- 
relationship of  charges — and  has  come  through  judicial  inter- 
pretation to  connote  a  reasonable  rate  level — that  is,  such  a 
level  of  charges  as  will  yield  reasonable  returns  on  the  value 
of  the  transportation  properties.  The  proper  limitation  of 
railway  profits — mvolving  the  protection  of  the  public  agaitut 
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monopolistic  gain,  the  jirotcction  of  the  carriers  a^inst  virtual 
confiscation,  and  the  protection  of  tlie  scn-icc  against  the  im- 
pairmcnt  of  railroad  credit — has  thus  become  the  dominant 
purpose  of  r^datory  activity.  It  will  be  our  task,  therefore, 
first  to  trace  briefly  the  development  of  the  pre-war  legislative 
and  judicial  attittide  toward  this  qiwstion,  and  then  to  consider 
the  principles  and  problems  involved  in  sound  reconstructive 
policy. 

In  the  early  days  of  public  control  there  was  no  such  clear 
differentiation  between  the  (wo  tyi>cs  of  rate  reflation  as  we 
have  assumed  in  this  discussion.  The  Ciranger  Movement  of 
the  early  seventies  gave  the  original  impetus  to  state  rc^ala- 
tion,  and  the  background  of  that  movement  was  a  general  re- 
senlnient  at  excessive  charges — whether  considered  singly,  or 
as  constituting  a  rate  level.  Railway  rates  were  claimed  to  be 
unreasonable,  and  hence  lire  remedy  adopted  by  the  mid-west- 
em  states  was  to  declare  unreasonable  rates  to  be  unlawful, 
to  establish  by  legislative  enactment  many  schedules  of  maxi- 
mum charges,  and  to  create  commissions  for  the  enforcement 
of  "reasonable"  rates.  In  taking  Iliesc  steps  the  state  le^s- 
latures  failed  to  recognize  the  twofold  task  of  tlie  function  of 
rate-making.  They  had  held  unreasonable  rates  to  be  imlaw- 
ful,  but  they  did  not  establish  standardii  of  reasonableness.  In 
the  beginning,  however,  this  half-way  policy  created  no  seri- 
ous difficulties.  The  legislative  power  was  declared  to  be 
supreme,  the  courts  acknowledging  no  judicial  responsibility 
to  protect  the  carriers  even  against  confiscation,  llie  polls 
and  not  the  courts  were  suggested  as  the  proper  source  of 
relief  from  unduly  restrictive  adjustments  by  legislatures  and 
commissions.  No  need  was  perceived,  therefore,  for  the  es- 
tablishment of  a  base  upon  which  the  extent  of  the  financial 
yield  might  be  computed  or  for  the  definition  of  what  consti- 
tutes a  proper  return  in  railroad  enterprise,  Bui  this  attitude 
of  the  courts  did  not  long  persist.  In  the  course  of  the  decade 
following  the  notable  grai^cr  cases  the  doctrine  of  judicial 
review  gradually  emerged  and  later  became  firmly  established. 
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In  (lie  excrciK  of  ibeir  power  of  review  the  couns  declared 
unduly  low  raiea,  when  prescribed  by  public  authority,  to  con- 
stitute partial  confiscation  of  privately  owned  property  without 
due  process  of  law  and  tlicrcrorc  invalid  under  llie  conititu- 
tional  guarantees  of  the  founeentli  amendment.  And  when 
the  system  of  federal  ref^lation  was  instituted,  it  likewise 
adopted  Ihc  earlier  state  practice  of  merely  decLnring  unrea- 
sonable rates  to  be  unlawful  and  prohibited,  without  enuncia- 
tion of  standards  of  rcawnablcncss,  and  thereby  also  subjected 
this  issue  to  judicial  determination. 

The  ultimate  burden  of  financial  regulation,  tlierefore,  was 
thrown  upon  the  courts.  In  the  absence  of  legislative  guidance, 
the>-  were  forced  to  formulate  standards  of  rcasonnbteness  as 
well  as  to  appb'  them.  In  the  now  famous  cise  of  Smyth  v. 
Ames,  decided  in  1898,  the  Supreme  Court  of  the  United 
States  declared  that  "the  basis  of  all  calculaikin  as  to  the 
reasonableness  of  rales  to  be  charged  by  a  corporation  main- 
taining a  highway  under  legislative  sanction  must  be  the  fair 
value  of  the  proi>erty  being  used  by  it  for  the  convenience  of 
the  public,"  or  that  "what  the  company  is  entitled  to  ask  is  a 
fair  return  upon  the  value  of  that  which  it  employs  for  the 
public  convenience."  The  court  enumerated  various  consid- 
erations that  must  "be  given  such  weiglit  as  may  be  just  and 
right"  in  the  ascertainment  of  such  value  in  each  case — nmong 
them  "the  original  cost  of  construction.jhe  amount  expended 
in  permanent  impiovcmcnts,  the  amoiml  atid  marltei  value  of 
its  bonds  and  stocky  the  present  as  compj^rwl  yj\tii  tlti»  .^riginal 
cost  of  construdion.  the  probable  earning  capacity  of  tJie 
propcrtj-  under  particular  rates  prescribed  by  statute,  and  the 
sum  required  to  meet  operating  expense*."  "  Subsequent  ad- 
ministrative and  judicial  history  in  this  respect  has  been  con- 
cerned primarily  with  the  task  of  reading  sofiK  meaning  into 
the  Smyth  v.  Ames  dictum:  and  in  the  course  of  this  procesi 
the  problem  of  the  valuation  of  railroad  property  has  attained 
"169  V.  S.41S61 
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a  position  of  central  importance  in  the  performance  of  the 

rcgulaiivc  function. 

Since  lite  courts  were  thus  seeking  to  perform  the  duty  of 
protecting  the  carriers  against  ratc«  which,  through  faihire  to 
permit  "a  fair  relurn  xi[>on  a  fair  value  of  the  property  devoted 
to  the  public  service,"  would  amount  to  substantial  confisca- 
tion, they  were  necessarily  compelled  to  determine  the  value 
of  railroad  pbnt  and  facilities,  liut  "fair  value"  has  remained 
a  vague  and  uncertain  concept — being  inlierenily  dependent 
upon  tlie  demands  of  public  policy  nilhcr  than  ui>on  rigid  re- 
quirement!) of  legal  rule — and  no  definitive  standards  of  valu- 
ation have  been  accepted.  Actual  cost,  ascertained  through 
historical  records  or  by  means  of  current  estimates ;  reproduc- 
tion cost,  with  and  without  allowance  for  dq)rcciation,  and 
bnsed  upon  restoration  of  the  identical  units  of  the  plant  or 
upo.i  its  replacement  by  such  instrumentalities  as  arc  capable 
of  rendering  a  substantially  identical  service;  and  even  market 
value,  based  upon  earning  capacity  or  upon  the  commercial 
estimate  of  the  value  of  railroad  securities,  have  all  received 
varying  degrees  of  recognition  by  courts  and  commissions. 
And  no  one  of  these  standards,  even  when  selected  as  the 
dominant  principle  of  valuation,  has  been  logically  and  con- 
sistently applied  to  all  the  various  elements,  tangible  and  in- 
tangible, which  arc  generally  offered  for  consideration  in  the 
valuation  process.  The  results  have  been  both  repressive  and 
chaotic.  Without  a  definite  legislative  rule  of  rate-making,  the 
Jnterslatc  Commerce  Commission  lias  been  unable  to  adjust 
the  rate  level  to  the  financial  neeils  of  the  carriers;  and  the 
courts,  from  the  very  nature  of  the  judicial  function,  have 
been  incapable  of  performing  successfully  the  discretionary 
legislative-administrative  task  of  rate-making  thrust  upon 
them. 

In  view  of  these  circimislances.  it  w.is  generally  agreed  that 
the  interregnum  of  Federal  Control  and  the  reorganization  of 
regulative  principle  and  machinery  that  was  to  follow  it  of- 
fered the  waited  opportunity  to  face  squarely  tlic  problem  of 
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profit  limitation  and  control.  There  were,  it  L*  true,  scriotts 
difRciilttes  involved  in  ttiv  problem.  To  solve  it  adequately 
meant  t]ic  establishment  of  a  sy&lcm  of  Kgulation  that  would 
balance  nicely  the  conHicling  interests  of  the  carriers  and  the 
public:  that  would  make  i>ossible  the  determination  of  a  rate 
level  that  Ls  neither  exorbitant,  in  tlte  light  of  the  service 
reiHlcrcd,  nor  so  restrictive,  in  view  of  the  capital  commit- 
ments of  the  carriers,  as  to  hamper  the  flow  of  new  invest- 
ment into  the  transportation  industry.  Moi-cover,  the  pres- 
ence in  the  American  railway  net  of  both  strikingly  prosperous 
and  distinctly  poor  roads,  coupled  with  iJie  commercial  neces- 
sity of  adjusting  rates  for  similar  competitive  services  (as,  for 
example,  between  the  san>e  points,  but  over  both  direct  and  cir- 
cuitous routes)  on  a  uniform  and  self-conststent  basis,  offered 
diffiaitt  obstacles  to  the  formulation  oPa  rule  of  rate-makin^ 
that  would  prove  equitable  to  all  interests.  Finally,  any  radi- 
cal break  with  the  old  system  of  reflation  was  likely  to  en- 
counter legal  difficulties:  for  the  courts,  during  Oie  past  three 
decades,  have  been  piling  up  a  mass  of  decisions  and  dicta  on 
the  question  of  valuation.  In  spite  of  all  these  difBcultks, 
however,  the  need  of  new  financial  adjufrtments  was  too  urgent 
to  be  longer  neglected. 

One  simple  and  obvious  way  out  of  die  rate  policy  impassr 
which  is  said  to  have  impaired  railroad  credit  so  disastrously 
is  through  a  government  guaranty  of  a  definite  return.  Thij 
would  mean,  broadly  speaking,  a  continuation  of  the  Ananctal 
arrangement  that  prevailed  during  the  period  of  Federal  Con- 
trol. Under  that  arrangement,  as  we  know,  the  Government 
guarantee<!  lo  pay  the  roads  a  fixed  annual  return  or  rental 
during  the  continuance  of  public  operation  of  the  transporta- 
tion properties.  This  rental  or  standard  return,  as  it  hap- 
pened, was  computed  as  a  gross  amount,  based  on  the  aver- 
age annual  operating  income  of  the  carriers  for  a  stated  three- 
year  period.  Whether  a  new  and  peimancnl  guaranty  take 
th'w  specific  form,  or  be  estimated  as  a  fixed  percentage  on 
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^Hhc  properly  value,  or  in  any  oilier  way,  the  character  of  the 
public  policy  involved  would  be  esscntully  the  sanii;.  The 
Government  would  be  obligated  to  pay  the  roads  a  fixed  or 
definitely  ascertainable  income,  the  necessary  funds  to  be 
drawn  from  the  public  treasury  if  the  current  railroad  rate* 
were  incapable  of  producinn  them. 

Such  a  policy,  though  tiut  infrequently  suggested  as  a  de- 
sirable remedy,  is  open  to  grave  objections.  It  would  involve 
!ic  danger  of  placing  a  substantial  portion  of  the  burden  of 
ansportation  costs  upon  the  genera!  taxpayer,  instead  of 
the  shippers  and  traveling  public  who  arc  the  recipients 
W  the  service.  Tlie  praspecl  of  being  compelled  to  .shoulder 
act)  a  burden  was  one  of  the  prime  factors  responsible  for 
lie  marked  public  disfavor  which  met  the  proposal  for  an 
(tension  of  the  tenure  of  Federal  Control.  Furthermore,  the 
enactment  of  such  an  absolute  guaranty  would  necessarily  in- 
^BTolvc  participation  by  the  Government  in  the  tasks  of  man- 
^ngement.  It  h  obviou.^  that  no  public  assumption  of  fixed 
financial  oUigations  would  be  justified  without  pubUc  control 
of  the  details  of  openition.  Without  such  joint  adminislrotinn 
of  the  railroad  properties  by  the  private  carriers  and  the  public 
authorities,  the  government  guaranty  would  be  subject  (o  in- 
tolerable abuM?;  and  with  such  public  participation  in  the  tasks 
_of  management,  the  i>oh'c)'  of  providing  3  guaranty  of  earnings 
cnild  constitute  but  a  feeble  half-way  measure  toward  rail- 
aad  nationalization.  The  chief  motive  for  the  retention  of 
irporatc  ownership,  and  the  basic  assi'mption  of  the  philoso- 
liy  of  regulation,  are  alike  grounded  in  the  belief  that  pri- 
ite  initiative  must  be  conserved  and  public  interference  must 
lop  short  of  the  domain  of  management.  If,  therefore,  the 
Government  were  to  retain  or  to  assume  any  substantial  rOle  in 
the  administration  of  the  carriers,  the  fundamental  obstacle  to 
out  and  out  govcniment  ownership  would  be  removed.  The  con- 
riderations  which  would  justify  a  goverrunent  guaranty  so  con- 
eivcd  would  provide  even  stronger  justification  for  complete 
lilioad  nationalization,  through  which  all  the  incidents  of 
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ownership  would  be  vested  in  the  Goveniment,  including  the 
profiu  of  operation  and  the  full  risks  of  the  enterprise." 

The  alternative  to  an  abiiolute  government  guaranty,  under 
a  system  of  private  ownership  and  operation,  b  to  modify 
such  elements  of  traditional  policy  as  arc  generally  acknowl- 
edged to  have  contributed  to  the  ouUtanding  diHicullies  of  rate 
regulation  and  pro6t  restriction.  As  a  basis  for  such  modifica- 
'  lion  it  is  necessary  to  recogni/e.  in  actual  practice  no  less  than 
in  judicial  dicta,  lliat  Tale-making  is  essentially  a  legishitive 
function.  This  means  that  le^slatures.  and  the  national  Con- 
gress in  partii-iilar,  must  complete  their  rate-making  tasks  by 
establii>hing  standards  of  rate  reasonableness.  Id  the  words 
of  many  of  the  recent  plans  (or  the  solution  of  the  rate  difli- 
cully,  Congress  must  enact  a  statutory  rule  of  rate-making. 
Such  a  rule  would  involve  two  elements.  First,  it  would  indi- 
N  cate  the  measure  of  the  rate  of  return,  for  the  guidance  of  the 
Commis»icn  in  establishing  schedules  of  transportation 
charges;  and  secon<l,  it  would  specify  the  base  upon  which 
such  rate  of  return  should  be  computed,  that  is,  presumably, 
the  standard  to  be  adopted  in  l!ie  valuation  of  railroad  property. 
It  is  decidedly  questionable  whether  direct  legislative  speci- 
fication of  a  definite  rate  of  return  wouh]  be  desirable.  Just 
as  the  schedules  of  maximum  charges,  so  many  of  which  have 
been  enacted  by  our  slate  legislatures,  have  proved  intlexibk 
and  therefore  burdensome,  so  any  specific  rate  of  return  tltat 
may  be  prescribed  by  Congress,  however  just  and  adequate 
it  may  be  at  th<  moment,  would  bind  the  roads  and  the  people 
to  an  inelastic  and  hampering  standard.  With  money  market 
conditions  in  constant  process  of  change,  and  with  the  con- 
tinuous development  of  other  indiihtri:il  enterprises  whidi 
compete  with  the  railroads  for  the  flow  of  free  capital,  such 

"  For  B  more  complete  vtatcmeot  of  llw  contenrioo  that  any  hall- 
vray  policy  of  railroad  nslioiulUaiian  is  not  fcaiibte,  ind  tot  a  de- 
tailed diicaision  of  the  ivteient-^lajr  obstacles  to  itovrrnmrni  owner- 
ship and  operation,  see  diapter  VI,  si^n,  on  "Tlic  Qurttion  of  Railrojid 
NatioDaliiatioD." 
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rate  of  return  might  very  readily  prove  disadvantageous 
iilier  to  the  carriers  or  to  the  public.  The  legislative  duty  in 
iiis  respect  might  properly  he  dischargcij  by  unambiguous 
istruetions  to  the  Commission  lliat  the  needs  of  the  transpor- 
ation  service  and  the  exigcncic.  of  ihc  credit  situation  must 
taken  into  account  in  the  determination  of  a  fair  rate  of 
etum.  But  the  concrete  task  of  fixing  a  specific  rate  of  rc- 
irn  is  a  function  thai  can  more  effectively  be  exercised  by  an 
linistrativc  agency.  If  tlic  Interstate  Commerce  Commis- 
^on  i$  clothed  with  authority  to  fix  transportation  chains  at 
jch  a  level  as  will  yield  a  fair  rate  of  return  on  the  value  of 
the  carriers'  property,  giving  due  consideration  to  the  neces- 
Hty  of  supporting  railroad  credit  and  to  all  ihe  conditions, 
temal  as  well  as  internal,  affecting  such  crcdii,  and  to  spec- 
fy  explicitly,  from  time  lo  time,  what  will  be  considered  such 
fair  rate  of  return,  with  power  of  modification  as  occasion 
aay  dictate,  the  traditional  difficulties  springing  from  the  lack 
^f  certainty-  as  to  the  measure  of  the  rate  of  return  will  be 
largely  removed. 
The  question  of  the  base  u|)on  which  the  rate  of  return 
be  calculated  is  a  much  more  intricate  one  and  calls  for 
drastic  change  of  policy.  At  least  two  lines  of  action 
^rc  open.  Congress  might  merely  adopt  the  dictum  of  the 
3urts  and  recognize  "(air  value"  as  the  accepted  basis  for  Ihc 
amputation  of  financial  returns,  specifying  more  clearly,  per- 
haps, Ihe  relative  weight  to  be  accorded  to  the  various  ele- 
lents  that  have  traditionally  emerged  in  the  process  of  rail- 
ad  valuation :  or  it  might  completely  desert  the  judicial  doc- 
trine of  "fair  value"  and  explicitly  declare  actual  investment, 
ilonestly  and  prudently  made,  to  constitute  the  legal  basis  of 
lilway  returns. 

The  first  solution  would  constitute  but  a  nominal  resump- 
tion by  the  legislature  of  its  rate-making  power.    Tf  the  "fair 
llue"  ba«s  is  accepted,  the  final  dctemiinalton  of  the  validity 
Hot  rate  schedules,  and  of  the  va\ue  base  for  the  calculation  of 
financial  returns,  would  still  remain  in  the  courts.    The  way 
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would  lie  open  to  any  carrier  tli.it  deemed  itself  aggrieved  by 
I  he  schedules  of  charRcs  prescriltcd  by  the  Commission  to  file 
complaint  on  the  ground  that  an  unfair  valuatkn  standard 
had  been  used.  Under  such  circumstances,  the  rate  question 
would  continue  imseltled  until  such  lime  as  the  judicial  mind 
becomes  clear  on  the  entire  valualkin  problem.  While  it  may 
be  expected  that  the  completion  of  the  long  tasV  of  the  Inter- 
state Commerce  Commission  in  valuing  the  transportation 
Iiroperlic^  of  the  railroadx  would  aid  in  the  establishment  of  a 
basis  which  tbe  courts  might  be  able  to  accept  definitively,  there 
would  be  no  assurance  in  the  situation. 

Moreover,  witli  the  retention  of  the  valuation  process  as  the 
central  factor  in  the  financial  regulation  of  the  carriers,  the 
detenninalion  of  the  rate  kvcl  would  continue  to  be  subject 
to  speculative  influences,  and  tbe  administrative  and  judicial 
adjustments  to  constant  modification.  One  of  the  serious 
difficulites  of  tlie  old  system  sprang  from  the  tendency  of  the 
courts  to  define  "fair  value"  in  terms  of  reproduction  cost. 
The  acceptance  of  this  valuation  »1andar<1 — rendered  )>ossibte, 
as  has  been  suj^stcd,  because  no  other  was  authoritatively 
eimnctated  by  tlie  national  legislature — gives  to  any  valuation 
that  may  be  fixed  only  a  transitory  importance.  The  estimated 
cost  of  Ki>rodiicing  a  property  changes  with  every  variation  in 
the  unit  prices  employed  in  the  compulation,  with  every  accre- 
tion of  land  value  resulting  from  the  growth  or  clianged  char- 
acter of  the  community  in  which  the  railroad  lands  are  situ- 
ated, and,  in  the  past,  witli  every  development  of  the  valuation 
standard  itself,  as  the  carriers  have  forced  new  elements  of 
reproductive  value  into  recognition.  Value  determinations  of 
this  character  are  not  only  vitiated,  in  a  public  service  indus- 
try, by  the  many  speculative  influences  at  work,  arising  out  of 
conditions  that  are  largely  extraneous  to  and  independent  of 
the  performance  of  the  transportation  function,  but  they  pro- 
vide a  constantly  sliifttng  basis  for  the  limitation  of  financial 
return.    Such  consequences  have  proved  to  be  inherent  in  the 
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acceptance  ot  the  "fair  value"  concept  and  its  accompanying 
onphasis  upon  the  valuation  procats. 

What  is  proposed,  therefore,  is  tantamount  to  tlie  abandon- 
ment of  the  "fair  value"  policy,  in  so  far  us  ihc  existing  status 
of  judicial  decision  will  permit.  Congressional  failure  to 
enact  a  slatutorj-  rule  of  rate-making  is  responsible  for  the 
dominance  of  the  courts  in  the  financial  regulation  of  the  car- 
riers ;  this  domination,  in  turn,  is  responsible  for  the  emergence 
ot  the  "fair  value"  concept  and  the  development  of  the  valu.i- 
tion  problem ;  and  the  chaotic  unfolding  of  the  valuation  proc- 
ess is  responsible  for  the  anomalies  and  uncertainties  of  the 
reproduction  cost  method  as  used  in  the  determination  ot  a 
base  for  the  purpose  of  rate-making. 

Actual  cost  of  Ihc  property  used  in  tlic  transportation  ser- 
vice, or  actual  investment  committed  to  railroad  enterprise, 
when  honestly  and  prudently  made,  constitutes  the  natural 
basis  for  the  computation  of  the  fair  rate  of  return  to  which 
those  engaged  in  tlie  operation  of  a  public  service  industry  are 
reasonably  entitled.  If  railway  earnings  were  based  upon  such 
investment,  the  owners  of  the  properties  would  receive  as  lib- 
eral a  return  as  they  may  legitimately  claim,  and  the  users  of 
Ihc  service  would  !«  relieved  of  the  burden  of  paying  a  return, 
through  the  medium  of  transportation  charges,  upon  such 
speculative  increments  of  value  as  arise  independently  of  'I»c 
performance  of  the  transportation  fuiidion.  What  railroad 
shareholders  contribute  for  the  benefit  of  tlie  public  is  not  the 
properly  used  in  the  transportation  service,  but  the  funds 
which  render  possible  the  const  ruction  and  purchase  of  that 
property.  They  are  entitled,  therefore,  to  a  fair  return  on  their 
investment,  and  not  upon  a  constantly  changing  "value"  that 
may  inhere  in  the  property  that  results  from  the  utilization  of 
their  inve-stment."    Nor  would  the  acceptance  of  this  invest- 

"Cf.  the  foIlowiiiR  nnaI)i.iB  of  ihc  .itluatioa  hj  CtotRt  W.  Ander- 
»OB.  "How  to  Get  Kid  of  iht  Hc]>ro<luclion  CoM  Theory,"  Thr  UtUilifS 
Uagoritu.  Vol.  I,  No,  3  <Jiin-,  ")i6).  pp.  Ji-JJ: 

".  .  .  What  Hoc*  the  ciniiinunily  r«liy  ask  of  printi*  linMHUirs  when 
it  offer*  a  traiKhue  (or  the  creation  of  a  public  uti 


V 


/' 


4 


304       THE  AMERICAN  RAILROAD  PROBLEM 

ment  baxls  necessarily  lead  to  an  illiberal  rate  policy.  The 
needs  of  the  transportation  ser\-icc  and  the  exigcndei  of  the 
credit  situation  must  always  be  taken  into  account  in  the  ad- 
justment of  the  level  of  charge:).  But  iltctr  influence  should 
maiiifeM  itself  directly  and  naturally  in  the  rate  o(  return 
and  not  indirectly  and  artificially  in  the  valuation  basis.  The 
recognition  of  all  these  compelling  circumstances,  and  their 
enactment  by  Congres.<i  into  a  rule  of  rate-makings  stipulating 
that  actual  investment,  honestly  and  prudently  made,  is  to  con- 
stitute the  legal  standard  fur  the  calculation  of  the  fair  rale  of 
return,  woulil  lead  to  a  more  equitable  and  a  more  stable 
policy  of  limitation  of  railroad  income  llian  has  been  tradi- 
tionally developed. 

It  may,  with  justice,  be  argued  that  the  adoption  of  such  a 
policy  at  this  late  sta|>c  in  the  development  of  American  rail- 
roads, and  of  the  cotixlituliimal  guarantees  a^inut  confiscation, 
would  prove  unduly  dr3>.(ic  and  kgally  impracticable.  In 
view  of  the  numerous  decisions  in  which  the  "fair  value"  prin- 
ciple has  reccivnl  unc<]uivoca1  recognition,  in  spite  of  many 
conflicts  of  authority  as  to  tite  nature  and  relative  signiBcance 
of  the  elements  that  constitute  "fair  value,"  the  legislative 
declaration  that  invcsttiicnl  must  be  accepted  as  the  basis  nf 
the  fair  return  may  not  command  judicial  sanction.  Reliable 
legal  opinion  may  be  cited  in  support  of  both  sides  of  this  con- 
stitutional question.     But   more  important  than  the  alleged 

and  cnly  two  thtnKt:  money  and  management.  It  doei  not  atk  tittt 
private  invvalors  iurni!-ti  lands  or  raits  or  engines  or  itai  pipes,  or 
other  im|ilcmentx.  It  »>iki  for  cajiital  and  llie  roanageincnt  of  thai 
cauitil.  Tlic  lands  and  railt  and  oilier  Implements  are  but  llt«  bk' 
ondarr  remits  of  the  devotion  of  the  investor*'  mtmtr  to  a  ptAUc 
purpose. .  .  . 

"If  the  proposilton  thai  all  that  private  Investors  furnish  these  {nihlic 
utility  companies  b  money  o^nd  management  he  sound,  it  foHowt  Iliai 
all  lh«t  tli«  court  in  the  per(om»nc«  of  ils  aiill-eonltscatory  duties  has 
to  do.  it  to  prevent  the  con^uaiion  of  (hat  which  is  furnished. 

"The  fatal  defect  in  itic  rulinKs  iJut  lite  coutts  bare  made  b  that 
they  have  tailed  lo  sec  that  what  tlie  invcslors  furnished,  vii  .— 
money,  and  noi  what  they  did  not  furnlih,  vi*. — the  ephemtrnl  and 
changing  results  of  the  invrstiueni  of  that  money,  was  the  property] 
entitled  to  proicctioa  from  confiscation." 
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legal  diilkuldcs  involved  arc  the  ethical  considerations  thar 
may  rightfully  I>c  urged.  While  vested  interests  may  not  have 
been  justly,  or  even  honestly,  derived  in  the  lirst  instance,  they 
may  be  held  in  all  good  faith  by  their  present  owners,  and 
therefore  properly  entitled  to  respeet  and  protection.  It  is 
not  certain  that  the  capital  investment  in  the  railroad  industry 
—extending,  now,  for  a  period  of  almost  a  century — would 
have  been  as  readily  forthcoming  if  the  restriction  of  profits 
now  contemplated  had  been  operative  from  ttic  beginning.  A 
sweepii^  acceptance  of  the  investment  basis,  rx  post  facto, 
might  involve  expropriation  of  established  rights,  and  such 
uncompensated  expropriation  would  be  inconsistent  with  sound 
puhik  policy.  There  is  the  practical  difficulty,  moreover,  of 
ascertaining  actual  cost  figures,  cither  from  the  records  of 
original  investment,  or  through  estimate,  on  the  t>asis  of  exist- 
ing evidences  of  origina]  investment.  It  would  probably  be 
wise,  therefore,  upon  completion  by  the  Intcritate  Commerce 
Commission  of  its  vjiluation  of  railroad  properties  now  in 
progress,  to  accept  its  results  of  "present  value"  as  a  starting 
point  (or  the  rate-making  base,  with  an  express  li^islative  pro- 
vision that,  for  the  future,  actual  additional  investment,  hon- 
estly and  prudently  made,  is  to  constitute  the  only  valid  claim 
for  an  increase  in  this  v;ilue.  Such  an  adjustmtmt  would  rep- 
resent a  workable  compromise  in  the  tight  of  the  complex 
facts  of  the  situation.  It  would  su{>ply  a  definite  and  easily 
comprehensible  standard  which,  once  accepted  by  the  courts, 
would  be  subject  to  no  further  adjudication,  and  which  could 
be  applied  simply,  free  from  the  inconsistencies  and  difficulties 
lied  up  in  the  cost  of  reproduction  method.  Fair  value  would 
thus  be  legislatively  defined  in  advance,  instead  of  being  left 
to  the  vicissitudes  of  subsequent  judicial  determination. 


At  least  one  very  serious  drawback  would  still  remain,  even 
if  the  entire  policy  of  profit  limitation  outUned  abov«  were 
effectively  incorporated  into  law.  The  level  of  charges  es- 
tablished in  accordance  with  its  terms  would  be  applicabtet  r 
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to  individual  roads,  but  to  the  carriers  as  a  whole,  or  as  divid 
tnio  ntte-makh^  groups.    But  since  this  rate  level  WMiId  pro- 
vide uniform  diar^s  for  competJRg  lines,  and  for  carriers  per- 
forming  substantially   simitar   services,   the   stronger   roads — 
those  possessii^;  special  advantages  because  of  favorable  loca- 
tion, an  early  start,  government  aid,  or  superior  management — 
would  be  enabled  to  realize  excessive  earnings  from  tlie 
formance  of  their  public  service.    Such  an  oulcomc  is  boui 
to  persist  under  any  system  of  private  management  involvir 
multiple   corporate   ownership,      No   uniform    rate   level   can" 
produce  the  same  financial  results  for  the  weak  roads  as  for 
the  strong.    And  in  the  absence  of  a  comprehensive  system  of 
railroiid  consolidation,  these  differences  in  earning  power  are 
very  glaring,  and  give  rise  (o  large  corjwrate  surpluses  thaL 
should  equitably  be  vested,  to  a  large  extent,  in  the  public.**  fl 

Some  provision  must  be  made,  therefore,  for  the  recapture 
of  excess  profits  by  the  Government.    It  would  serve  to 

■The  following  anatjrsU  pretenli  concretely  the  problem  of  tl 
emergence  of  cxce&s  earnings  that  rooM  be  faced  l>j  the  regulate 
Biilhofilicii:    ""One  of  the  principal  difliculttet  in  securing  a  ffctie 
Increase  in  ratci  during  the  last  t«n  yenn  has  becii  the  ever  pre 
idea  in  the  mind  of  the  commUtion  that  an  incrcjiM:  in  raiea  whl' 
would  sire  only  suSicieiit  revenue  to  l)ic  niajorily  of  rsilroadt  woulil 
give  a  revenue  greatly  in  cxccti  of  the  needs  of  the  suonc  roadt- 
This    b    inevitable    under   a   competitive    lystcm   o(    Iraosporlatioa. 
Take  for  example  the  catcs  of  (our  compeiing  systems  in  the  Middle 
West,  the  Chicago.  Rurlington  ft  Qiiincr,  the  OiicaBO  ft  Norlhwesiern. 
the  Rock  hland,  and  the  Cliieai-u  Great  Wexleni — all  systemt  vrhicli 
compete  for  a  very  considerable  portion  of  tlieir  traffic.     During  the 
three  pre. war  years  the  Builinston  earned  on  an  average  raope  itian 
35  per  cent,  on  its  capital  stock:  the  CUcaso  &  Northwestern  aboiri 
tl  per  cent.,  and  the  other  two  railroads  only  about  I  or  a  per  cent 
Tbe»c  three  pre-war  years  were  the  best  year*,  on  the  average,  which 
(he  railroads  ever  had,  and  yet  two  at  iheie  fo«r  large  systems  were 
unable  to  establish  thdr  credit  on  the  existing  basis  of  rates.    H  rat< 
were  rabed  to  a  point  which  would  eitabliih  ihc  credit  of  the 
weaker  roadg  it  would  result  in  giving  the  Burlingtun  and  ti>e 
eago  &  Nortliwcslem  revenue  vastly  in  cxcc5*  of  the  amount  necessai 
10  uiablilh  llveir  credit.    On  oompctilivc  systcmt  rates  tnnti  be  ll 
same,  otherwise  the  system  having  the  lower  tMsis  of  ratea  will  seeuL. 
the  competitive  traffic  and  tl>e  condition  of  the  poor  rouU  would  be 
hopeteu. '     Edgar  J,  Rich.  "The  Transportatiofl  Act  of  iqao."  /tiur* 
i«it  Eeonomif  Revitiu.  Vol.  X,  No.  3  (SepL,  ij»o),  pp.  51J-514. 
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more  effective  tbc  public  efforts.  Uirough  the  medium  of  the 
rule  of  rale-making,  to  limit  the  financial  return  of  the  (rans- 
portation  agencies,  and  u-ould  operate,  along  with  the  policy  of 
untficalion.  to  solve  In  large  mcasurft  the  proWem  of  the  strong 
and  weak  roads.  Tliese  ends  could  be  accomplished  tlirough 
Congressional  declaration  thai  all  cstmtngs  on  the  accepted  val- 
uation of  the  property  of  any  carrier  in  excess  of  the  rate  of 
return  spcciiWd  by  the  Commission  be  held  in  trust  for  the 
Federal  Government,  such  ainounl  to  be  promptly  turned  over 
to  the  Commission  and  administered  by  it  for  the  benefit  of 
the  general  transportation  service.  Hut  such  complete  con- 
fiMration  of  excess  earnings  would  deprive  the  prosperous 
roads  of  all  reward  for  unusual  efficiency.  Since  superiority 
of  management  genenifly  convlimies  one  of  tlic  sources  of 
surplus  gain,  it  is  desirable  that  a  premium,  over  and  above  a 
fair  return  on  investment  or  other  recognized  value,  be  allowed 
to  the  companies  achieving  exceptional  success  in  ihc  opera- 
tion of  their  properties.  In  order  that  the  stimulus  to  private 
mittative  and  operating  efficiency  be  conserved,  a  portion  of 
the  excess  earnings  thus  emerging — such  portion  nrdy  as  is 
necessary  to  provide  a  reasonaI>Ic  incentive  to  such  initiative 
and  efficiency — sliould  properly  accnie  to  the  carriers  respon- 
sible for  their  realization.  Two  funds  would  thus  be  created 
out  of  the  excess  earnings  of  the  more  prosperous  roads — > 
one,  belonging  to  the  individual  carriers,  which  might  be  util- 
ized as  a  reserve  for  contingencies  and  for  additions  and  bet- 
terments; the  other,  belonging  to  the  general  public,  which 
might  he  available,  as  administered  by  (he  Commission,  for 
loans  to  such  carriers  as  arc  unable,  independently,  lo  main- 
tain a  satisfactory  credit  position,  and  for  the  purchase  and 
lease  of  equipment.  Through  such  means  the  entire  flow  of 
excess  earnings  would  in  effect  be  placed  at  tlic  disposal  of 
the  common  transportation  needs.  Both  the  recapture  of  ex- 
cess earnings  and  their  administration  in  llie  general  interest 
would  constitute  a  clear  recognition  of  the  essentially  public 
character  of  the  railroad   function  and  of  the  status  of  the 
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carriers  as  mere  agents  for  the  performance  of  public  trans-j 
porlation  tasks. 

In  the  course  of  the  intensive  discussion  of  the  railrc 
problem  during  ihc  past  few  years,  tlic  question  o(  the  con^ 
stitutionat  validity  of  such  excess  earnings  arrangements  uj 
have  been  described  above  has  received  frequent  conddera- 
tion.  The  Ii^Iity  of  the  proposal  has  been  both  defended 
denied  by  eminent  authorities.  Since,  as  wc  shall  see  in  a  sub- 
sequent chapter,  the  Transportation  Act  of  1920  actually,  in- 
corporated provisions  for  the  recapture  of  a  portion  of  the 
excess  earnings  of  the  strong  roads  to  be  used  in  providbg 
credit  and  facilities  for  the  weak  roads,  tl>e  United  Slates 
Supreme  Court  will  eventually  determine  the  question  of  eon-^ 
stitutionalit]-.  It  is  interesting  to  note,  howc\-er,  that  the  ar-fl 
guRient  against  the  validity  of  the  expedient  largely  rests  on^ 
technical  legal  considerations.  In  view  of  the  fact,  it  is  argued, 
that  twthing  in  this  type  of  rate>making  proposal  guarantees 
any  fixe<l  return  to  the  individual  carriers,  the  dellection  of 
part  of  the  earnings  of  one  road  for  the  benefit  of  some  oIIkt 
road,  or  of  the  general  transportation  service,  constitutes  con- 
fiscation without  due  process  of  law.  Such  public  disposition 
of  operating  income  actually  realized  by  private  carriers  can- 
not be  justified  on  general  contractual  grounds,  since  the 
Government  promises  to  the  roads  nothing  beyond  a  reason- 
able rate  level,  to  which  they  are  lawfully  entitled  tinder  any 
circumstances;  il  cannot  Ite  justified  as  a  consideration  for 
franchise  privileges,  since  the  roads  are  already  vested  with 
these  privileges  through  state  grants;  and  it  cannot  be  justified 
as  a  tax,  since  K  is  not  levied  on  all  the  carriers,  nor  in  accord- 
ance with  any  accepted  principle  of  taxation.  Moreover,  it 
is  further  argued,  since  in  m.iny  cases  the  rates  which  con- 
tribute to  these  excess  earnings  will  have  been  individually 
investigated  and  approved,  ot  prescribed  as  reasonable,  by 
public  authority,  the  recapture  of  any  portion  of  such  earnings 
wouM  invoK'e  confiscation  by  the  Government  of  the  proceeds 
of  rates  that   had  legally  been  declared   reasonable.     This 
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policy,  then,  would  constitute  an  arbitrary  exercise  of  the 
power  to  rcgidatc  interstate  commerce.  Differences  of  opinion 
are  possible  even  as  to  these  considerations.  But  it  is  be- 
lieved that  the  validity  of  the  proposal  may  be  upheld  inde- 
pendently of  the  juristic  reasoning  here  involved.  Federal 
authority  to  regulate  railroad  rates  is  unquestioned  and  plen- 
ary, and  its  dut>-  docs  not  extend  beyond  allowing  a  fair  re- 
turn on  the  accepted  value  of  the  railroad  property,  hut  com- 
petitive rales  must  necessarily  be  uniform,  and  such  uniformity 
inevitably  leads  to  excess  earnings  for  some  of  the  carriers ; 
the  public,  tbercforc,  is  equitably  entitled  to  such  earnings  as 
exceed  a  fair  return,  and  it  is  desirable  that  the  public  claim 
be  made  effective;  tlie  recapture  of  excess  earnings,  then,  and 
their  devotion  to  the  public  use  in  the  transportation  service, 
is  but  a  device  appropriate  for  the  attainment  of  a  socially  de- 
sirable end.  It  is  not  unlikely  that  the  pressure  of  public  need 
and  social  expediency  will  outweigh  the  influence  of  such 
technical  difficulties  as  may  be  encountered.  Tlie  vitality  of 
a  system  of  taw  depends  upon  its  capacity  to  harmonixe  legal 
rules  with  the  prcssii^  demands  of  sound  sodal  and  economic 
doctrine. 


CHAPTER  IX 


BAILXOAD  LABOR  AND  CONTINUmr  OF  OPEKATION 


Tnditionally,  our  (rcatmcnt  in  the  preceding  three  diaptcrs 
of  the  queitlion  of  railroai]  natiurULliration,  and,  under  regu- 
lated private  manafjemcnt,  of  unification,  service,  rates,  credit, 
capitalization,  and  operating  income,  would  have  concluded 
the  constructive  discussion  of  the  essential  elements  of  the  rail- 
road problem.  These  aspects  of  railroad  relationships  have 
been  crystallized  into  public  policy  because  of  their  influence 
upon  the  interests  of  the  carriers  and  of  the  users  of  the  trans- 
portation service — interests  which  lia\-c  l>een  recognised  for 
many  decades  to  be  of  vita!  public  concern  and  entitled  to 
appropriate  public  proteaion.  But  the  interest  of  the  large 
body  of  transportation  workers  has  been  almost  entirely  neg- 
lected in  the  past,  l)ot)i  in  the  analyses  of  students  of  railroad 
economics  and  in  the  activities  of  governmental  authorities. 
Not  until  the  ability  of  railroad  labor  to  interrupt  the  con- 
tinuity of  the  transportation  service  had  been  widely  recog- 
nized, and  its  power  to  enforce  its  demands  clearly  demon- 
strated, was  any  serious  cognizance  taken  of  the  railroad  labor 
problem. 

In  recent  years,  however,  the  question  of  labor  relationships 
has  been  discovered  to  constitute  an  integral  clement  in  any 
sound  railroad  adjustment.  The  Great  War  merely  empha- 
sized the  already  existing  necessity  of  incorporating  a  railroad 
labor  policy  into  tlie  regulatory  scheme.  The  recognition  of 
the  possibility  of  disastrous  interruption  of  the  service  Itad  led, 
even  prior  lo  the  war,  to  lialting  attempts  by  the  Federal  Gov- 
ernment to  meet  ttic  situation.  Indeed,  the  fear  of  the  economic, 
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Bta»tro[))M:  that  mi^t  result  from  a  nation-wide  railroad  strike 
approached  (Ik  dimensions  of  popular  panic  in  the  days  im- 
mediately preceding  the  passage  of  tlie  Adamson  Act  in  1916. 
Then  came  the  war.  The  patriotic  appeal  of  the  national 
emergency,  and  the  equitable  and  conciliatory  attitude  of  the 
United  Stales  Railroad  Administration,  averted  serious  inter- 
ference with  the  continuity  of  the  service.  During  the  course 
of  the  mUitary  conflict,  however,  Oie  power  of  the  laboring 
groups — more  strikingly,  perhaps,  in  the  transportation  indus- 
try than  in  other  industrial  undertakings — was  vastly  aug^ 
mcntcd,  and  the  dose  of  the  war  saw  railroad  labor  so  firmly 
established  in  strategic  influence  as  to  render  its  distinctive 
status  in  the  railroad  prol)Icni  impossible  of  further  neglect. 
Entirely  apart  from  the  (juestion  of  the  justice  of  their  claims, 
Ihc  sheer  power  of  the  transporftition  workers,  and  of  Ibcir 
organizations,  1m»  forced  the  railroad  labor  problem  into  public 
I  attention,  has  kept  it  there,  and  must  render  its  consideration 
y^n  integral  part  of  the  proce^  of  railroad  rcgutatiofl. 

r  T 


§/.     7"**  SiffMiStranee  of  the  RoSroad  Labor  Problem 


The  difficulties  arising  in  the  adjustment  of  the  relationship 
of  railroad  employees  to  the  carriers  and  to  the  public  are 
basically  only  a  special  manifestation  of  the  general  bbor 
problem.  This  blxtr  problem  is  neither  a  new  nor  a  transient 
plicnomenon.  In  essence  it  is  part  of  ihc  eternal  struggle  for 
progressively  improved  adju-ttmcnls  among  the  complex  of 
interests  that  constitute  the  social  order.  Its  genesis  is  to  be 
und  in  the  emergence  of  a  distinct  laboring  class,  and  its  be- 
inntngs  can  be  traced  to  ibc  economic  developments  of  the 
industrial  revolution.  The  new  industrialism  of  the  late  eigh- 
th and  early  nineteenth  century  inaugurated  modem  capi- 
lism,  introducing  the  factory  system  of  production  and  the 
method  of  large-scale  enterprise,  sharpening  the  line  of  demar- 
cation between  employer  and  employee,  establishing  the  back- 
ound  for  tbc  development  of  the  present-day  laboring  class, 
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and  thus  creating  the  roots  of  the  current  labor  problem.  In 
the  course  of  time  the  laborer  became  exclusively  dependent 
on  employment  for  hijt  livelihood  and  u(»n  his  employer  for 
both,  and  was  subjocled,  in  increasing  measure,  to  economic 
domination  from  aV>ove.  And  in  the  absence  of  restraining 
legislation,  or  adequate  organized  effort  by  the  laborers  thetn- 
Klves,  the  well-known  evils  of  the  wage  system  of  the  middle 
of  the  nineteenth  century  rnpidly  emerged.  The  slniggle 
which  has  followed,  in  the  entire  industrial  fii-ld  no  less  than 
in  the  railroad  industrj-,  involves  directly  the  interests  of  labor, 
of  management,  and  of  (he  public. 

FrofTi  the  standpoint  of  labor,  the  objective  has  often  been 
crudely  defined  as  "less  work  and  more  pay."  That  the  vast 
body  of  wage-camers  fee!  acutely  that  they  arc  not  receiv- 
ing their  due  share  of  the  product  of  industrj-.  and  that  the 
demand  for  shorter  hours  is  practically  universal,  cannot  be 
gainsaid.  These  two  items  comprehend,  substantially,  the 
bulk  of  the  purely  miiterial  and  tangible  aspirations  of  Ameri- 
can labor.  Most  of  the  policies  and  expedients,  even  of  ttie 
organized  workers,  arc  but  a  mechanism  for  the  attainment 
of  these  ends.  But  underlying  these  aspirations,  and  coming 
to  the  surface  with  increasing  persistence  in  tlie  recent  past,  is 
a  less  tangible,  but  more  basic,  ideal.  The  demands  of  lalwr 
are  beginning  to  probe  into  the  fouiJations  of  the  present 
economic  order,  ami  to  seek  vita!  change  in  the  very  basis  ujion 
which  existing  industrial  relationships  have  been  reared 
These  demands  have  frequently  been  characterized  as  a  strug- 
gle for  "industrial  democracy." 

That  the  American  laboring  classes,  posicssed  of  more  than 
a  century's  hcrilage  of  political  freedom,  should  seek  (o  as- 
sume a  greater  degree  of  control  and  responsibility  in  indus- 
trial management,  at  least  in  so  far  as  tlicir  own  lives  and 
fortunes  are  involved,  is  but  a  naiunil  step  in  the  gradual 
rise  of  the  wagc-caniing  groups.  The  "democratization  of 
industrj-"  is  regarded,  both  by  the  intelligent  taborer  and  by 
the  leaders  of  the  labor  uwvemcnt,  as  an  tn<lis|>cnsabte  prucesi 
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for  the  complete  eniafKt[>.iti6n  of  tlic  wage-camcr.  The  free 
oijcraiion  of  the  competitive  principle  in  ihe  adjustment  of  re- 
lationships between  employers  and  employees  has  given  rise 
to  innumerable  evils  which  hjvc  woriied  such  great  har(l<;hip 
on  individuals  and  have  produced  such  grave  social  maladjust- 
ments, that  the  stream  of  protest  and  the  effort  toward  reform 
have  not  been  confined  to  the  laboring  classes.  Instability  of 
employment,  insufficicnc)-  of  wage-income  for  decent  living, 
unreasonable  prolongation  of  the  hours  of  service,  ruthles!) 
disregard  of  the  <lemands  of  health  and  safety  in  workin;; 
environment,  irresponsible  exptoitition  of  women  and  children 
— these  arc  the  more  glaring  abuses  tliat  have  accompanied 
ihe  ra|)(il  develdpinent  of  the  traditional  capitalistic  system  of 
production.  The  amelioration  of  these  conditions,  in  so  far  as 
the  past  cITorls  of  organized  labor,  or  of  enlightened  employers, 
or  of  government  have  failed  to  accompli*!)  satisfactory  adjust- 
ments, constitutes  (he  immediate  program  of  the  tabor  move- 
ment. But  the  demand  for  industrial  democracy  comprehends 
all  tile  elements  of  this  program— due  recognition  being  given 
to  the  fact  that  specific  c^ils  require  specific  remedies — and 
represents,  in  addition,  the  more  fundamental  desire  of  the 
wage-earning  classes  to  secure  full  rights  of  citizenship  in  the 
industrial  world. 

The  interest  of  the  employer — or  of  management — in  the 
labor  problem  is  no  less  vital  than  thai  of  the  wage-earner. 
The  management,  in  most  instances,  strives  to  maintain  the 
status  quo,  in  its  struggle  with  labor,  provided  this  purpose  can 
be  accomplished  witliout  serious  interruption  of  the  continuity 
of  the  productive  process.  Tbc  employer  deems  himself  under 
constant  pressure  to  withstand  the  encroaclmients  of  llie  labor 
force — intensified,  in  recent  years,  by  the  growth  of  labor  or- 
ganization and  the  progressive  reliance  upon  collective  action — 
and  lo  conserve  the  industrial  "rights"  which  he  conceives  to  be 
inherently  his  own.  Above  all,  he  is  impressed  with  tlw  ne- 
cessity of  "running  his  own  business,"  in  onler  that  wages, 
hours,  and  working  conditions  may  be  so  adjusted  as  to  create 
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no  obstacles  to  th«  realization  of  "adequate"  profits,  and  so 
tliat  the  necessary  control  and  discipline  may  be  exeras«l  to 
maintain  productive  cifkiency.  But  he  is  eager  to  avoid  open 
conflict — both  strikes  and  lockouts  being  very  costly  as  well  as 
demoralixing^ — unless  a  policy  of  conciliation  involves  yield- 
ing what  he  regards  as  unreasonable  material  cotKessions  or 
dangerous  strategic  advantages  to  the  labor  forces  opposing 
him.  Management  tends  to  consider  the  labor  problem  pri- 
marily from  the  standpoint  of  private  profit.  Nor  is  this  at- 
titude entirely  undesirable.  It  is  the  legitimate  func^on  of 
nian;igeincnt,  under  our  prevailing  economic  institutions,  to 
concern  itself  chiefly  witli  increasing  output  and  reducing 
eosts;  and  the  profit  motive,  under  competitive  conditions, 
merely  serves  as  a  mechanism  for  llie  exercise  of  this  func- 
tion. For  this  reason  there  is  a  measurable  degree  of  coinci- 
dence between  the  altitude  of  employers  and  the  attitude  of 
consumers  toward  the  demands  of  labor.  Rut  the  insistence 
of  management  upon  retention  of  complete  control  of  indus* 
trial  relationships  has  frequently  led  to  the  reduction  of  costs, 
not  through  increased  efficiency,  but  through  unreasonable  de- 
pression of  the  wage  level  and  general  exploitation  of  the 
labor  element. 

1'he  public  interest  in  Uibor  relationships  is  paramount,  how- 
ever, and  is  vitally  jeopardized  by  undue  domination  of  either 
employers  or  employees.  The  costly  disruption  of  the  pro- 
ductive process  which  generally  accompanies  industrial  war- 
fare con!ilitu1c»  the  mof>t  direct  and  most  tangible  evidence  of 
public  detriment  from  labor  maladjustments.  But  even  in  the 
absence  of  actual  striVrs  and  lockouts,  the  discontent  of  labor 
^because  of  unreasonably  low  wage?  and  umluly  liar^i  work- 
ing conditions,  or  the  discouragement  of  capital  because  of  ex* 
orhitant  wage  le\'els  iind  arbitrary  interference  with  the  de- 
tails of  managcmenl.  serves  alike  to  impair  the  effectiveness  of  j 
the  industrial  mechanism  and  to  arouse  public  resentment,  f 
Tlw  public  good  has  been  assumed  to  lie,  tlierefore.  in  a  solu- 
tion of  the  problem  that  will  attain  workable  justice:  as  equi- 
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tabk  as  possible  a  balancing  of  rigbts  asd  interests,  but  at  any 
rate  one  whicb  will  promote  the  most  satisfactory  functioning 
of  the  productive  process.  Conscious  of  tliis  general  interest. 
public  opinion  lias  usually  condemned  that  party  to  every  labor 
controversy — at  least  when  an  open  rupture  has  ensued — 
which  has  seemed,  at  the  moment,  chiefly  rcsponsibit  for  idle 
factories,  scarcity  of  needed  conunodities,  or  excessive  prices. 


This  brief  characterization  of  the  general  labor  problem 
provides  an  essential  baclcground  for  an  tntcUigcDt  grasp  of 
the  railroad  labor  problem  with  which  we  are  primarily  con- 
cerned. In  its  broad  outlines,  the  pioblcm  of  labor  relation- 
ships in  the  railroad  field— especially  as  r^ards  the  interests 
of  the  carriers  and  the  workers — does  not  differ  substantially 
from  that  encountered  in  any  important  enterprise  in  which 
the  questions  of  hours  and  wages  and  control  have  come  to  a 
sharp  issue  between  employers  and  employees.  But  the  public 
significance  of  the  railroad  labor  problem  trariscoida^hal  of 
laboc-cclatiqnships  in  any  othcT^elti:  TRccharactcr  of  Tlie 
traruportation  function  ind  tile  conditions  under  which  it  is 
performed  in  the  United  States  account,  very  largely,  few  the 
distinctive  importance  of  the  problem  of  railroad  labor. 

In  the  first  place,  the  mere  size  of  the  in<lustry,  and  the 
magnitude  of  the  forces  opposing  each  other,  tend  to  give 
the  tabor  problem  of  the  carriers  a  national  significance.  The 
American  railroads  employ,  in  normal  times,  approximately 
two  million  meru  The  capital  entrusted  to  their  managers  ap- 
proaches twenty  billions  of  dollars.  The  railroad  employees, 
as  wc  shall  see  later,  have  gradually  realized  the  unit>-  of  their 
interests  and  the  necessity  of  collective  action  in  all  matters 
touching  their  economic  welfare.  Similarly,  the  railroad  com- 
panies have  recognized  the  desirability,  in  (ace  of  the  growing 
concentration  of  labor  power,  of  resorting  to  cooperation  in 
their  dealings  with  labor.  The  enormous  scope  and  tremen- 
dous influence,  therefore,  of  every  important  conJIict  between 
these  two  great  forces  become  readily  apparent.    Only  a  gen- 
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erat  strike  could  prove  more  far-reaching  than  the  intemti^ 
tion  of  the  railroad  service  through  serious  disagreemeiit  be- 
tween the  carriers  and  their  employees. 

But  the  special  sif^ificance  of  the  railroad  labor  probtem 
does  not  arise  merely  from  the  extensive  power  of  the  com- 
batants. Tlie  carriers  are  engagied  in  the  performattce  of  a 
pubttc  function.  The  social  and  economic  importance  of  this 
function  in  the  modem  world  can  not  be  overstated.  Tlic 
uninterrupted  flow  of  the  transportation  service  is  indispen- 
sable to  industrial  activity  and  commercial  intercourse.  With- 
out raw  materials  and  fuod»tufTs  the  wheels  of  our  higlily 
specialiied  economic  system  would  cease  to  operate.  A  pro- 
longed discontinuance  of  railway  transport  might  lead  to 
famine  and  death  >n  the  great  centers  of  population.  Many 
huge  modem  industries  might  be  discontinued  for  months, 
with  no  prcatcr  harm  than  the  loss  of  profits  to  those  wlw  own 
them  and  of  wages  to  those  who  serve  them,  together  with 
such  public  inconvenience  as  might  (low  from  the  necessity  of 
resorting  to  temporary  substitutes  for  the  goods  or  services 
involved.  But  there  is  no  adequate  substitute  for  the  railroad. 
The  combined  carrying  capacity  of  all  other  existing  (ranft- 
portation  agencies  could  not  assume  the  nonriil  traffic  burden 
of  the  railroad.   Its  service  is  indispensable. 

There  is  a  distinctive  public  interest,  then,  in  the  maintenance 
of  the  continuity  of  railroad  operation,  and  hence  a  special 
need  for  public  control  of  railroad  labor  relationships  as  part 
of  the  ri^latory  process.  White  it  is  destiable  that  ail  indus- 
trial conflict  be  reduced  to  a  minimum,  aitd  that  such  labor 
disputes  as  cannot  be  avoided  be  settled  as  justly  and  ai 
promptly  as  possible,  there  is  an  urgent  public  necessity  for 
such  an  adjustment  of  bbor  relationships  in  the  field  of  rail- 
road transportation.  Under  the  pre-war  system  of  railroad 
regulation  disruption  of  the  service  was  intermittently  threat- 
ened. The  degree  of  organization,  on  both  sides,  that  hai 
rendered  the  struggle  between  the  carriers  and  the  railroad 
employees  national  in  scope,  and  has  placed  the  public  interest 
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in  such  serious  jeopardy,  is  the  result  of  a  long  process  of 
historical  development  which  will  be  traced  in  subsequent 
pages.  But  the  necessity  of  constructive  public  action, 
through  the  extenskm  of  the  normal  field  of  regulatory  activity 
to  labor  relationships,  should  now  be  clear. 


§^.     The  DcveiopnUnt  of  Railroad  Labor  Orffonisatian 

The  inadequacy  of  our  traditional  public  policy  toward  rail- 
road labor  relationships  was  due  in  large  measure  to  a  failure 
to  evaluate  justly  the  scope  and  significance  of  the  problem 
and  the  real  nature  of  the  interests  involved.  Sound  and 
realisiic  correctives,  therefore,  must  be  sought  in  an  under- 
.standing  of  the  historic  roots  from  which  (he  current  situation 
has  sprung.  The  first  esscotial  is  to  trace  the  development  oi 
organisation  among  the  railroad  employees,  and  of  counter- 
organization  among  tlic  railroad  corporations,  and  tu  note  the 
character  of  the  chief  conflicts  which  stimulated  cooperative 
effort  on  both  sides.  The  labor  movement  finds  its  primary 
justification  in  the  fact  tlial,  with  the  growth  of  modern  in- 
dustry and  the  concentration  of  capital  and  of  the  employing 
fuiKitun  in  relatively  few  hands,  the  individual  laborer  is 
incapable  of  securing  substantial  justice  because  of  the  in- 
equality  of  bargaining  power  between  himself  and  his  em- 
ployer) and  the  usual  origin  and  central  purpose  of  l^>or  or- 
ganizations are  to  be  found  in  the  desire  to  substitute  collective 
for  individual  bargaining.  Counter-organizations  of  employers 
liavc  generally  come  into  bcuig  in  order  that  the  growing 
strengtli  of  labor  resulting  from  the  formation  of  unified 
groups  of  employees  might  more  effectually  be  met.  And  the 
development  of  organization  in  both  camps  has  been  largely 
molded  by  tlie  conllicls  of  interest,  chiefly  on  the  4|£*j;ilmtj>$ 
side,  and  by  the  open  struggles,  involving  strikes  and  lockouts, 
which  have  arisen  from  time  to  time.  It  is  our  immediate  task 
to  examine  the  concrete  character  of  these  dcii'dopmcnts  in 
the  field  of  railroad  transportation. 
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llierc  have  been  in  the  past,  and  tttcrc  arc  to-day,  many 
organizations  of  railrond  employees ;  but  the  four  RTcat  Broth- 
erhoods 5.taiKl  out  wilh  peculiar  distinctness.     Partly  this  is 
k      due  to  the  emphasis  they  place  on  other  than  strictly  trad« 
union  functions ;  partly  it  is  due  to  their  relative  i^^olalion  from 
5    other  labor  organizations  {tliey  have  never  af1ili;ile(l,  for  ex- 
ample, with  the  American  Federation  of  Labor)  ;  and  in  some 
^  measure  it  is  the  result  of  their  marked  consi-rvatism,  the  ficn- 
^'"eral  inteihgence  of  their  meinhcrship,  and  the  high  caliber  of 
their  leadership.    In  the  main,  however,  the  four  Brotherhoods 
are  distinguished   from  other  imions  of   railroad  employees 
|>     because  of  Iheir  predominant  strength  and  iniluence,  toward 
/    which,  without  doubt,  all  of  the  above  factors  have  con- 
tributcd.' 

No  one  of  the  four  Brotherhoods  antedates  the  period  of 
the  Civil  War.  The  Brotherhood  of  Locomotive  Engineers, 
the  first  to  be  organized,  came  into  existence  during  the  war. 


•"— ^n  1863,  The  organization  of  ihe  engineers  was  followed,  in  1 
^^1868,  by  that  of  the  conductors  into  tlie  Order  of  Railroad  Con-  ■ 
dudors  of  America.  The  Brotherhood  of  Locomotive  Fire-  ' 
men  and  Enginemcu  was  formed  in  1873,  and  in  1883  the  1 
fourth  of  these  organizations,  the  Brotherhood  of  Railway  ■ 
Trainmen,  was  created.*    While  these  four  organizations  are 


L 


organizations 

entirety  separate  and  distinct,  and  considerable  friction  has 
even  existed  between  tliem  at  various  times,  tlieir  past  growth 
and  present  policies  are  fundamentally  similar.  All  of  them 
were  originally  oi^nized  as  mulu.al  insurance  associations, 
and  much  of  their  presem  strength  is  due  to  the  favorable 
insurance  terms  they  arc  able  to  give  their  members — men 
V  engaged  in  an  "exlra-hazardous"  occupation,  to  whom  insur- 
ance at  feasible  rates  is  a  necessity — and  to  the  uniformly 
sound  financial  management  of  the  insurance  funds  entrusted 

T/.  R.  II.  Hoxie,  Trade  Unioniim  I'n  Ike  United  Stater,  pp.  ni-tia. 

'All  oi  tlic  four  Brotherhoods  pasttd  throush  rcorganUaiion  st  one 
lime  or  another.  The  name*  given  are  thotc  ia  tue  >t  the  present 
time: 
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to  them.  But  a  persijleiu  daiiiintj  for  tlie  addition  of  strictly 
trade  union  features — the  negotiation  of  wage  and  worsting 
agreements  witli  the  carriers  through  collective  bargaining — 
early  made  it.'<«If  felt ;  and  in  spite  of  the  oppOMtion  of  the 
more  conser\'ative  members  and  of  the  railroad  officiaLs,  the 
new  functions  were  gradually  assumed.  The  conductors  were 
most  hesitant  in  ailopttng  such  measures.  At  the  very  begin- 
ning ihey  declared  themselves  against  strikes,  and  in  1877  '^'^y 
went  so  far  as  lo  forbid  individual  members  to  strike  under 
pain  of  expulsion.  Strike-breaking  was  even  encouraged  and 
help  was  given  tlie  roads  against  other  unions.  It  was  antici- 
pated thai  such  a  policy  would  secure  the  good-will  of  the  car- 
riers ;  but  its  oulconie  was  to  alienate  many  of  the  members  of 
the  order,  to  arouse  the  opposition  of  otlier  brotherhoods,  and 
to  precipitate  the  formation  of  a  rival  order,  which  seriously 
threatened  the  prestige  and  very  existence  of  the  established 
organiiation  of  conductors.  The  railroads,  in  tlie  meantime, 
failed  to  make  line  distinrlions,  and  iheir  hostile  attitude  re- 
mained unchanged.  In  1890,  therefore,  the  policy  of  "prolee- 
tion"  was  definitely  adopted,  and  after  consolidation  with  the 
rival  order  in  1893,  a  firm  foundation  was  laid  for  the  subse- 
quent growth  of  tlie  Order  of  Railroad  Conductors.  In  like 
manner,  the  firemen,  after  an  unsuccessful  trial  of  collective 
bargaining  in  1879.  at  which  time  the  opposition  of  the  roads 
made  it  impracticable,  finally  reintroduced  it  as  an  integral 
part  of  their  policy  in  1885.  Tlic  other  two  denizations — the 
engineers  and  the  trainmen — had  shown  less  hesitancy  in  as- 
suming trade  union  functions  almost  from  the  outset.  Begin- 
ning, then,  as  insurance  associations,  the  Brotherhoods  pos- 
sessed the  strength  of  established  institutions  before  Ihey 
■tlempted  lo  deal  with  the  roads,  and  the  development  of  their 
uisurancc  business  has  given  a  more  conservative  cast  to  Iheir 
labor  policies  than  that  of  any  other  group  of  .\nierican  unions, 
he  fiduciary  responsibility  of  administering  millions  of  dol- 
rs  of  investment  funds  has  not  been  calculated  lo  encourage 
djcali>m  in  their  kadcrship.   While  they  have  always  striven. 
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therefore,  to  improve  llw  lot  of  their  members  through  reduc* 
tions  in  hours,  increases  in  wages,  and  bcHerment  of  working 
conditions,  they  have  generally  dqirccatcd  tlie  use  of  the  strike, 
and  have  maintained  an  unusual  degree  of  independence  of 
other  labor  organizations. 

It  is  a  notable  feature  of  the  history  of  the  great  Brother- 
hoods that  they  received  recognition  as  representatives  of  the 
workers,  eslablished  ihc  principle  of  collective  bargaining,  and 
helped  to  eliminate  the  most  glaring  abuses  of  early  railroad- 
ing, with  remarkably  infrequent  resort  to  actual  strikes.  In 
1888  a  serious  conflict  occurred  between  the  engineers  and  tlw 
Burlington,  in  which  the  road  was  successful,  hut  no  impor- 
tant strike  has  since  been  engaged  in  by  this  organization.  The 
conductors  have  been  almost  equally  consef\'ativc — such  strikes 
as  have  been  called  Iwring  largely  conhncd  to  small  and  unim- 
portant lines,  and  only  one  of  them,  (he  Grand  Tnink  strike  of 
1910,  even  threatening  to  become  extensive  or  serious.  The 
two  yoimger  organizations  have  bceii  only  somewhat  less  mod- 
erate in  their  policies  and  methods,  ^iid  all  the  Brotherhoods 
have  pkiccd  much  greater  dependence  upon  the  power  of  the 
threat  to  strike,  tlian  u|»on  the  execution  of  it.  Tiic  success 
of  the  Brotherhoods,  in  spite  of  this  sparing  use  of  the  strike 
weapon,  arises  from  the  extent  and  character  of  their  mem- 
bership and  the  s|>ccial  c!rciini>lanccs  surrounding  the  railroad 
indttslT)'.  Tile  men  are  skilkd  and  not  easy  to  replace ;  they 
are  indispensable  to  the  performance  of  a  service  which  can- 
not be  interrupted  without  treniendoud  loss  and  untold  hard* 
ship;  and  aixnit  90  per  cent,  of  the  workers  in  the  four  fields 
are  affiliated  with  these  organizations.  Under  these  circum- 
stances the  carriers,  especially  in  recent  years,  have  repeatedly 
found  tliemselves  compelled  to  yield  to  lite  claims  of  the  unions 
or  to  consent  to  arbitration — a  policy  generally  favored  by  the 
Brotlierlwods — and  strikes  have  been  thereby  averted.  By 
the  end  of  the  century  much  had  been  achieved.  The  railroad 
unions,  and  the  principle  of  collective  bargaining,  were  widely 
recognized  by  the  carriers.    Working  agreements  and  uniform 
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schedules  o(  wages  were  in  force  op  most  roads.  The  rule 
of  seniority  in  promotions  had  been  generally  accqrtcd.  The 
ten-hour  day  had  become  universal.  The  most  striking  abuses 
of  the  old  order  of  railroading  had  thus  btcn  eliminated.*  The 
chief  remaining  tasks,  as  conceived  by  Ihe  Brolhcrliootls,  were 
to  broaden  tiie  field  of  standardization  from  the  several  divi- 
sions of  a  single  system  to  groups  of  roads  and.  c^'cntually,  to 
the  country  as  a  whole;  to  introduce  the  eight-hotir  day;  and 
to  secure  more  favorable  wage  adjustments.* 

*Cf.  W.  J.  Cunningham,  "Ijicoinotivc  Engineers  Arbiiration."  Qu»- 
ttriy  Journal  of  Economics.  Vol.  27  (Feb.,  iQi.l),  pp.  368-260. 

*Iq  order  that  the  main  ctutcnts  of  labor  dcvdopment  inuy  be 
clear,  (lie  principal  ctiicnaiion  ha*  been  limilci)  lo  Ae  fniir  Kreat 
Brotbetliood}.  But  flwre  arc  many  other  taiiroatl  labor  orRiuiiiation*. 
The  Order  of  Railroad  Telegrapher*  occuplci  a  somewhat  inlcr- 
roednte  podtlon  between  the  four  dominant  orfEuiiiaiioni  and  the 
railroad  shop-craft  unions.  It  was  orj^iced  later  than  the  Rmt 
Brotberboodt.  tn  i8B(>.  anil  in  spite  of  iti  membership  of  more  than 
4&000  men,  it  has  never  attained  a  like  position  of  inAucncc.  It  \i 
amliated  irilb  the  American  Pcdetallon  of  Labor;  h  it  somewhat  leM 
conservative  in  tendeney :  it  hix  been  cnijaucd  in  many  strikes ;  and  it 
has  not  always  enjoyed  peace  witliin  \h  own  ranlts.  All  the  minor 
nnioni,  with  one  exception,  may  he  claiied  as  shop  unions,  and  lh<ir 
members  do  not  oceupy  the  distinctive  position  in  the  railroad  service 
occnpicd  by  the  orftaniutinns  of  Ubiirer*  engaged  in  tbc  acltul  move- 
ment of  trains.  This  exception  is  the  Switchmen's  Union,  a  rival  of 
Ihe  Brotherhood  of  Railroad  Trainmen,  with  a  membership  of  about 
14.000,  Its  prestige  is  small,  and  it  set^ms  lo  poisess  a  faculty  for 
encasing  in  unwise  and  lutiucccssfu]  strikes.  The  remaining  oijani- 
lationa  are  connected  niih  the  various  crafts  involved  in  (ne  main- 
tenance of  railway  plant  and  fadlilics  and  Ihe  provision  of  the  tratu- 
portalion  service,  and  all  arc  aflitiaieil  with  the  American  Federation 
of  Labor.  There  arc  nUo  a  number  of  the  national  unions  of  such 
workers  as  electricians,  blackamiths.  machinists,  and  so  on,  which 
hare  a  coMiderablc  membership  of  railroad  laborers. 

Aside  from  the  character  of  their  policies  and  leadership,  the  extent 
of  ihc  membership  of  the  various  railroad  labor  orKaniiations  exerts 
the  greaiesl  inflaeooe  upon  their  strength.  Accordingly,  there  is  added 
a  table  civing  the  more  important  railroad  labor  organiutioni  and 
their  membership  for  igeo,  as  estimated  in  Bulletin  No.  ^s  of  the 
Harvard  Bureau  of  Business  Research  ("Labor  Terniinolosy."  pp. 
6s-6r).  and  also  such  Ajcures  as  are  avaibbic,  from  various  sources, 
for  the  year  \f\\.  in  order  that  tbc  irrowth  of  Iheie  or^iuiixations  <hir- 
iag  the  war  period  may  be  noted.  In  addition,  figures  arc  given  for 
Hve  of  ll»e  important  naliunal  organixaiioni  with  which  railroad  work- 
era  are  aiRliated.  although  the  percentage  of  their  membership  en- 
gaged in  rulway  service  is  not  available :    (Tabic  follows  oD  next  page.) 
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But  the  present  power  of  the  railroad  labor  organizations, 
including  tlie  le&s  important  unions  of  railroad  employees  as 
well  as  the  Brotherhoods,  must  be  atlribiiled  in  no  small  mcas- 
ure  to  tlic  growth  of  federation  and  informal  cooperation 
among  them.  There  have  been  many  attempts  at  formal  fed- 
eration of  the  various  unions,  and  even  at  wholesale  amalgama- 
tion into  all-inclusive  industrial  groups.  In  their  early  days 
the  Brotherhoods  faced  seriotis  competition  from  the  powerful 
Knights  of  Labor.  This  organization,  created  in  1869.  soon 
avowed  the  optimistic  purj>osc  of  bringing  tltc  whole  of  labor 
within  its  ranks  and  improving  the  conditions  of  the  imskillcd 

MEMBERSHIP    OF    RAILROAD    LABOR    ORGANIZATtONS 

"Biff  Four''  Brethirhoodi:  1914  •        igoo 

Brotherhood  of  l-ocomotive  Engineers 7ifoa         86/>97 

Brotherhood  of  Locomotive  Firemen  and  En- 

ititirmca  9f>3Soo       135J& 

Brotherhood  of  Railway  Tr*iniiien lA'oo        tS4.500 

Order  of  Riiilroad  Conductors  ol  America....    49,100         96,000 
Oihtr  Railroad  Vaions: 

The  Order  of  Railroad  Tek-srapliera 'i'"'^         j^^°" 

Brothethood  of  Railway  Carmen  of  America..    38^700        i8j,ioo 
United   Urolherhood  of    Maintenance  of  Way 

Employee*  and  Railway  Shop  Laborer*....       —  154.060 

Brotherhood  of  Railway  and  Siftamxhip  Clerks, 

Frrighl  Handler*,  Express  and  Statioit  Em- 
ployees         —  1&600 

Switchmen's  Union  of  North  America 9iSoo  14,000 

Brotherhood  of  Railwa);  SiRnalmcQ  of  America        700         lajoo 

Order  of  Railroad  Station  Ageau t.ioo  9,000 

Brutherhood  of  Railroad  Patrolmen —  2J600 

Order  of  SleepinK  Car  G)nduciors  —  1,300 

Gtnml  National  Uniotit: 

Inter  national  AsiocUlion  of    Macbinitts 75400       33t^Sao 

International  Brotherhood  of  EJcclrJcal  Workers 

ol   America y>$ea       I39,0M 

International    Brotherhood   of    Boiler    Miiken 

and    Iron    Ship    Builders   and    Helpers   of 

America    i6jOo        103,mm 

lotcrnaiionol  Brotherhood  of  BlaclcHniths,  Drop 

FoTKcrs  and   Helpers    ftCoo         48L300 

Amalgamated   Sheet    Metal    Workers'   iBterna- 

tivnal  Alliance 17.800         ai^oo 

'  ThrH  llciiru  (re  Iskra  fiMii  Ocuntc  K.  Banttt  '"Gtnvth  of  \jilbot  OrMaitnlion 
In  llic  tiniied  SiaM,  i«»7-i9'«."  QfawtrHf  Jo-rmal  tf  e<r*rmit,.  VoL  XXX.  No.  4 
r  (Aucux.   i«it>>.  I'P    IHor^ll  Ap(>ciKllx,  p.  BlS  *t  itq.;  tai  tht  Amiricmt  Lob»t 
I  rMr  fiool.  ifiv-nte,  |>p.  i«7-M«. 
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workers  en  masse.  This  policy,  diametrically  opposed  lo  that 
of  Ihc  trade  unions,  produced  a  bitter  rivalry  between  the  two 
types  of  organization.  While  (he  unionv,  and  the  newly  formed 
railway  unions  among  them,  lost  some  ground  for  a  time,  the 
prosperity  of  the  Knighls  of  Labor  was  short-lived.  It  be- 
came a  real  power  only  after  1882 ;  and  from  1S86  its  decline 
was  rapid,  A  second  attempt  at  labor  organization  on  a 
broader  scale  than  that  of  the  trade  union,  which  directly  in- 
volved railraid  workers  and  actually  threatened  the  existence 
of  the  Brotherhoods,  was  made  in  1893  by  the  American  Rail- 
way Union.  This  organization.  largely  inspired  by  Eugene  V. 
Debs,  was  formed  with  the  avowed  purpose  of  combining  all 
railroad  employees  into  one  gigantic  union,  and  had  a  brief  but 
tremendous  history.  Within  a  single  year  some  150,000  men 
had  been  organized,  and  a  successful  strike  conducted  against 
the  Great  Northern.  Then  came  the  great  Chicago  strike  of 
1894.  an  outgrowth  of  a  strike  at  the  Pullman  planl,  that  soon 
affected  all  the  railroads  radiating  out  of  Chicago  and  prac- 
tically the  cntirff  membership  of  Ihc  American  Railway  Union. 
There  was  a  period  of  disrupted  service;  riots  ensued;  and 
finally  state  and  federal  troops  interv'encd.  The  result  was 
failure  for  the  strikers  and  destruction  to  their  organization. 
Effectively,  therefore,  one  year  covers  the  entire  history  of 
this  attempt  at  industrial  unionism  in  (he  railroad  field.  After 
Ibis  disastrous  experiment,  efforts  to  secure  greater  unity 
among  railroad  employees  proceeded  more  modestly.  The 
AoKrican  Federation  of  Labor  has  been  the  most  important 
agency  of  cooperation.  All  of  the  railroad  lal>or  unions  except 
the  four  Brotherhoods  arc  members  of  the  Federation,  the 
unifying  influence  of  its  loosely-centralized  authority  being 
enhanced  in  recent  years  by  the  adoption  of  the  departmental 
plan  of  organization.  Its  Railway  Employees  Department  con- 
stitutes the  immcdlite  source  of  unification.  This  department, 
organized  in  1909,  is  designed  to  lend  greater  uniformity  to 
the  policies  and  activities  of  the  various  organizations,  to  settle 
disputes  between  them — particularly  those  arising  out  of  juris- 
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dictiooal  difficulticd — and  to  facilitate  combined  action  againsi 
the  carrier))  when  dccnted  necessary  and  expedient.  The  lesser 
railroad  umcmii,  as  thus  united  through  federation,  have 
achieved  considerable  power  and  influence. 

But  the  four  great  Brotherhoods  have  always  been,  and  (five 
every  promise  of  remaining,  (he  center  of  the  labor  movement 
in  the  railroad  industry.  All  progress  toward  federation  or 
amalgamation,  therefore,  that  does  not  comprehend  llicir  activi- 
ties falls  far  short  of  achieving  effective  results.  One  of  the 
important  objects  of  the  creation  of  the  Railway  Employees 
Department  of  the  American  Federation  of  Labor  was  to 
attract  the  Brotherhoods  into  that  oi^nization ;  and  while  tlie 
efforts  of  the  Federation  to  accomplish  this  end  have  been  con- 
tinued, and  have  at  times,  especially  in  1916,  received  serious 
consideration,  they  have  thus  far  been  witlwut  success.  At* 
tempts  to  bring  about  cooperative  action  between  tlic  Brother- 
hoods date  back  an  far  as  1889.  In  that  year  an  abortive  effort 
WIS  made  formally  to  federate  the  Mveral  organizations  of 
men  in  the  train  service  into  tlve  United  Order  of  Railway  Em- 
ployees. The  plan  was  to  constitute  this  order  a  super-or- 
ganization relative  to  the  Brotherhoods,  with  power  to  nego- 
tiate for  ail  the  groups  of  employees  and  to  call  strikes  if 
deemed  necessary.  As  a  result  of  internal  conflict  this  body 
was  dissolved  in  1891.  The  necessary  basis  of  mutual  confi- 
dence and  common  interest  had  not  yel  been  suflicicntly  devel- 
oped to  support  such  a  plan  of  federation.  In  lieu  of  it  a 
scheme  of  s)-stem  cooperation,  by  which  federative  committees 
could  be  formed  from  the  locals  of  individual  systems  as  found 
desirable,  was  put  into  force  in  1893  under  the  name  of  the 
Cedar  Rapids  Plan.  But  since  problems  more  general  than 
those  of  a  sii^Ie  system  continued  to  press  for  consideration, 
this  scheme  was  abandoned  in  1S97,  and  anollicr  attempt  at 
more  comprehensive  federation  was  made.  But  the  new  Fed- 
eration of  American  Railway  Employees  was  likewise  de- 
stroyed through  mutual  distrust,  and  resort  was  had  once  more 
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to  temporary  agreemenls  belween  two  or  more  of  the  oi^niza- 
tions  for  dealing  with  the  individual  roads. 

But  while  the  (onnal  types  of  federation  found  Kttk  success 
with  the  Brotherhoods,  the  value  and  the  need  of  unity  of 
action  were  clearly  rccogoized.  Especially  after  1900,  when 
the  accomplistied  standardization  of  rates  of  pay  enabled 
individual  carriers  to  withstand  wage  demands  by  reference  to 
the  exigencies  of  the  competitive  sittiation,  it  became  more  and 
more  apparent  that  wage  schedules  could  be  raised  effectively 
only  through  unified  negotiation  and  concerted  action.  This 
situation  stimulated  the  development  of  informal  cooperation 
between  the  Biothcrhoods,  whereby  the  influence  of  each 
organization  began  to  be  exerted  on  a  broader  scale,  and  the 
demands  of  the  various  groups  of  employees  engaged  in  train 
service  came  to  he  supported  by  a  measurable  degree  of  joint 
effort.  Associations  were  formed  for  specified  territories, 
representing  all  the  men  of  a  single  brotherhood  within  each 
of  the  territories,  which  presented  similar  demands  and  peti- 
tions to  all  the  roads  within  the  given  area;  and  joint  com- 
mittees— local  and  ultimately  national  in  scope — were  likewise 
formed,  representing  the  membership  of  two  or  more  of  the 
Brotherhoods,  and  ai)plying  the  weight  of  their  combined  in- 
fluence toward  the  enforcement  of  demands  upon  the  carriers. 
This  development — a  phenomenon,  \'ery  largely,  of  the  decade 
between  1906  and  i9!fi — has  had  significant  consequences.  It 
pointed  the  way  to  a  workable  means  of  cooperation  between 
the  Brotherhoods,  without  permanently  destroying  their  tnde* 
pendertce  of  each  other  and  of  the  remaining  railroad  labor 
organizations.  It  forced  the  policy  of  counter-organization 
upon  the  railroads,  so  that  their  negotiations  also  came  to  be 
conducted  through  sectional  and  nntional  representatives — 
these  representatives  being  temporarily  chosen  for  particular 
asions  or  consisting  of  committees  from  otw  or  another  of 

c  associations  of  railroad  officials.  Finally,  it  led  to  the 
important  series  of  sectional  wage  advances  which  substantially 
bettered  the  situation  of  the  men  concerned  and  directed  publk 
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attention  to  the  bitter  and  disruptive  controversies  involved. 
Under  these  circumstances,  the  scope  o(  ihc  railroad  labor 
problem  was  so  extended,  between  1906  and  1916,  as  to  include 
practically  all  the  carriers  and  csacnlial  transportation  workers, 
and  thus  (o  involve  the  vital  interest  of  the  entire  country. 

It  is  beyond  the  scope  of  our  present  task  to  present  more 
than  a  brief  outline  of  the  chief  conflicts  of  this  scries  of  wage 
controversies.  Tlie  inception  of  the  new  movement  dates  back 
to  the  early  years  of  the  century.  In  1902  the  conductors 
presented  demands  to  most  of  the  roads  in  western  territory, 
and  induced  the  lines  to  conduct  thctr  negotiations  jointly- 
There  were  many  proposals  and  counter-proposals,  the  train- 
mai  finally  entering  into  tlic  controversy  in  support  of  the  con- 
ductors; and  the  matter  was  settled  favorably  to  the  unions. 
This  was  tlie  beginning.  \'ery  soon  thereafter  all  of  the  four 
Brotherhoods  adopted  a  division  of  the  countr>'  into  three 
r^ions — the  eastern,  the  western,  and  the  southern,  corre- 
sponding to  tttc  grouping  of  the  roads  employed  by  the  Inter- 
state Commerce  Commission — and  b^an  to  prepare  for  the 
joint  submission  of  demands  to  all  the  lines  in  each  of  these 
regions,  for  tlie  purpose  of  increasing  wages,  improving  work- 
ing rules,  and  standardizing  conditions  in  each  territory. 

Tlie  firM  notable  wage  movement  thus  organized  was  carried 
out  by  a  joint  committee  of  the  conductors  and  trainmen,  again 
in  western  territory,  in  1907.  The  KOpe  of  the  demands  in- 
cluded all  the  roads,  involving  101,500  miles  of  line  and  42,500 
employees.  The  carriers  took  the  demands  under  consideration 
through  a  joint  committee  of  the  managers  of  the  38  roads 
affected.  The  contending  parlies  failed  to  reach  agreement, 
and  the  controversy  was  submitted  to  mediation  under  the  Erd- 
man  Act  {10  be  expUiined  in  sub-seqitent  pages),  through  which 
a  settlement,  largely  favorable  to  the  employees,  was  finally 
effected.  As  a  result  of  the  business  dq)re3sion  of  1907,  no 
further  important  development  occurred  until  191a  In  that 
year  the  firemen  began  operations  in  western,  and  tlie  coo- 
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ctors  and  tninmen  m  eastern,  territory.  The  firemen, 
through  the  process  of  negotiation,  mediation,  and  compromise, 
succec<!cd  in  some  measure ;  but  in  the  cast  the  situation  proved 
more  complex.  There  the  roads  refused  to  deal  collectively 
through  their  General  Mana^r^  Association,  and  the  unions 
were  forced  to  submit  their  demands  to  individual  carriers. 
Wage  advances  were  requested  from  the  Haltimore  and  Ohio, 
by  way  of  test,  and  upon  the  refusal  of  its  management  to 
grant  them,  strike  proceedings  were  begun.  At  this  crisis 
the  road  carried  tlic  matter  to  the  Federal  Mediation  Board, 
and  through  its  efforts  a  compromise  favorable  to  the  men 
was  accepted.  Within  a  short  time  similarly  favorable  con- 
cesiuons  were  obtained  from  the  otlicr  roads;  for  the  carriers 
found  it  expedient  to  agree  that  all  would  accept  the  results 
of  an  arbitration  proceeding  arising  out  of  the  union  demand^ 
upon  the  New  York  Centnal  which  came  to  successful  issue  for 
the  employees.  In  this  way  the  method  of  concerted  action 
became  generally  established,  ihe  engineers  and  firemen,  who 
had  been  dealing  with  individual  corporations  in  the  cast,  like- 
wise adopting  the  policy  of  submitting  their  demands  to  groups 
of  carrier*. 

One  of  the  most  significant  of  these  conflicts,  prior  to  1916, 
arose  out  of  the  wage  demands  of  the  engineers  in  eastern  ter- 
ritor)-  in  igtr.  following  their  successful  negotiations  in  the 
west  In  December  of  that  year  the  Brotherhood  presented 
petitions  to  all  eastern  roads  for  an  increase  in  wages  and  for 
the  sLind.ir<li7.alion  of  rales  of  pay.  The  General  Managers 
Association  of  New  York,  representing  the  roads,  rejected  the 
demands,  and  no  compromise  could  be  agreed  upon  through 
conference.  Moreover,  the  railway  managers  refused  (o  arbi- 
^^atc  the  controversy  under  the  Erdman  Act,  oq  the  ground 
^Bial  tlirec  individuals,  only  one  of  whom  represented  the  pub- 
^Bc.  were  incap-ihlc  of  rendering  a  satisfactory  decision  in  so 
pSnporlant  an  issue.  As  an  alternative  the  roads  su^csted 
reference  of  Ihe  matter  to  the  Interstate  Commerce  Commis- 
>n ;  but  this  solution  was  acceptable  neither  to  the  engineers 
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nor  to  the  Commission,  and  a  strike  seemed  imminent  At  this 
juncture  (he  Mediation  Board  olTered  its  services,  through 
which  arbitration  by  a  body  of  seven,  consisting  of  one  repre* 
sentative  of  each  of  the  parties  and  of  five  oilier  persons  ap- 
pointed by  the  mediators  and  the  Oiief  Justice  of  tlic  Supreme 
Court,  was  finally  accqitcd.  The  findinf^  of  this  arbitration 
board  were  distinctly  unfavorable  (o  tlic  engineers,  and  to  tlie 
interests  of  orgjmizwl  labor.  The  men  were  granted  a  mini- 
mum wage,  but  the  proposed  wage  increases  and  standardiza- 
ti<ni  were  denied  them.  Moreover,  the  majorit)*  report  of  (he 
board  advocated  the  compulsory  adjustmait  of  wages  by  a 
public  tribunal  and  the  denial  to  railroad  labor  of  the  right  tn 
strike.  The  outcome  of  this  controversy  was  not  without  un- 
fortunate conse([uen<:es :  for  it  exerted  a  dirert  influence  upon 
the  character  of  the  supreme  struggle  that  preceded  the  passage 
of  the  Adamson  Act  in  1916 — a  stniggle  invoK-ing  concerted 
action  by  Iwth  carriers  and  employees  on  the  largest  scale,  and 
setting  in  motion  the  entire  machinery  of  the  Federal  Govern- 
ment before  a  settlement  could  be  effectuated. 

I-ale  in  1915  the  Brotherhoods  agreed  that  the  time  was  ripe 
for  a  national  eight-hour  day.  In  January  of  the  following 
year  a  conference  of  representatives  of  the  four  organizations 
drew  up  a  proposal  for  an  eight-hour  day  (and  for  time  and  a 
half  for  over-time),  secured  its  adoption  by  their  respective 
memlierships.  and  presented  it  to  practically  all  the  railroads  in 
the  United  States.  The  carriers,  acting  through  a  National  Con- 
ference Committee,  suggested  the  submission  of  the  propofal 
to  arbitration;  but  the  Brotherhoods,  remembering  the  results 
of  the  engineers'  arlnlration  of  1912  .iml  alleging  past  unfair- 
ness, declined  to  accept  this  basis  of  settlement.  The  negotia- 
tions were  continued,  but  every  plan  of  compromise,  mediation, 
or  arbitration  was  rejected  by  one  or  the  other  of  the  parties. 
When  the  efforts  of  President  Wilson,  through  personal  con- 
ference, failed  to  result  in  agreement — his  proposal  that  the 
demands  of  the  men  he  temporarily  granted  and  their  influence 
upon  labor  cost  definitely  ascertained  was  rejected  by  the  cap- 
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riers — a  national  strike  was  cnlled  for  Labor  Day.  1916,  The 
country'  was  aroused.  Tlie  intention  of  lh«  Brotherhoods  was 
dear,  and  the  nation  seemed  face  to  face  with  wliat  would 
probably  have  proved  the  most  dii^istrous  strike  in  our  entire 
industrial  history.  The  seriousncits  of  this  situation,  coupled 
with  the  delicate  character  of  our  international  relationships 
growing  out  of  the  European  war,  led  President  Wilson  lo  seek 
a  solution  through  legislative  enactment.  At  the  earnest  re- 
quest of  the  President,  the  Adainson  bill,  embodying  the  de* 
mand  of  the  Brotherhoods  for  the  eight-hour  day,  was  intro- 
duced into  the  House  of  Representatives  on  the  last  day  of 
August,  and  within  three  days  was  enacted  into  law. 

Tlie  great  strike  was  thereby  averted,  and  the  public  experi- 
enced intense  relief ;  but  the  country  was  deeply  incensed  at  the 
precipitate  action  which  bad  been  forced  upon  Congress.  In 
view  of  the  mclliods  employed,  this  resentment— directed  pri- 
marily at  the  "brazenncss"  of  the  Brotlicrhoods  and  the  "timid- 
ity" of  Congress — was  in  no  stnall  measure  justified.  It  should 
be  remembered,  however,  that  the  attitude  of  the  carriers,  as 
well  as  of  the  employees,  was  rather  uncompromising.  And  in 
view  of  the  gravity  of  the  situation7"it  is  hard  to  determine 
what  effective  alternative  was  available  for  the  national  l^s- 
laturc.  The  source  of  the  difficulty  was  more  deeply  rooted. 
It  consisted,  futtdamentalty,  in  the  virtual  neglect  of  the  ques- 
tion of  lalx>r  relationships  in  the  development  of  the  regulative 
process,  and  in  the  absence  of  appropriate  machinery  for  the 
settlement  of  disputes  between  the  carriers  and  their  employees. 

The  important  developments  following  the  passage  of  the 
Adamson  Act  can  be  stated  vcr>'  briefly.  While  the  constitu- 
tionality of  the  new  law  was  being  challef^red  in  the  courts, 
the  roads  manifested  a  tendency  to  evade  its  apiilication.  In 
March,  1917,  therefore,  the  Brotherhoods  threatened  to  reissue 
their  strike  call  unless  the  provisions  of  the  act  were  enforced 
by  the  carriers,  and  its  constitutionality  promptly  upheld  by 
the  Supreme  Court.  But  American  participatioD  in  the  Great 
War  was  imminent,  and  President  Wilson  induced  the  rail- 
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roads  and  the  Brotherhoods  to  submit  tlictr  difficulty  to  8  com- 
mittee of  the  Council  of  National  Defense.  As  a  result  of  this 
mediation,  the  carriers  agreed  to  the  demands  of  the  workers. 
tlic  Suprctnc  Court's  dciiision  upholding:  the  constitutionality 
of  the  statute  being  delivered  the  very  day  on  which  agreement 
wag  reached.* 

§j.    PublU  Policy  Tov/ard  Railroad  Labor  Rtlationships 

The  single  dispute  that  led  to  the  abrupt  passing  of  the 
Adamson  Act  provides  the  most  striking  example  of  the  way 
in  which  labor  conflicts  may  jeopardize  the  public  welfare,  and 
of  the  ex[>edients  that  may  be  resorted  to  in  order  to  adjuxt 
private  controversies.  Hie  events  of  the  fall  of  1916  clearly 
showed  that  existing  public  machinery  for  the  settlement  of 
such  disputes  was  hopelessly  inadequate.  In  order  that  the 
specific  shortcomings  may  be  iiitclllRcnlly  understood,  il  will 
be  necessary  to  trace  briefly  the  dcvetcpment  of  public  policy 
toward  railroad  lalior  relationships. 

The  first  legislative  recognition  of  the  problem  appeared  tn 
the  Arbilmtion  Act  of  1888.  It  was  the  outcome  of  the  pubKc 
apprehension  Ihat  had  been  aroused  as  early  as  1877 — as  a 
result  of  the  great  strifce  of  that  year,  with  its  riots,  and  crin»c, 
and  destniciion  of  properly — and  of  the  emergence  of  a  con- 
scious public  interest  in  industrial  relationsliips  that  marked 

•Oik  of  the  fcalufc*  of  ll»e  conlrovcfsy  which  rsixvially  araiued 
public  aiiimus  was  tlie  general  belle!  that  the  projiiual  of  the  Brother- 
hoods for  an  cinhi-hour  day  wat  cHeniially  a  liitguiied  wane  n>cs»ti(v, 
rather  than  a  frsiik  <leinaii<l  for  stwrter  liaariL  I'hi*  was  also  the 
principal  legal  i&Kue  in  the  question  of  coriititutionalily.  It  wat  aid* 
mtttcd  by  rciirucntutircx  of  the  Brotherhoodt  (hat  operating  exJ- 
ircncles  would  probably  prevent  l!>c  reductKni  of  hoan  in  moii  in- 
tiancca.  The  Right  Hour  CotnmUtion.  ercilcd  by  ihe  Adamson  Act 
to  ttetcrmine  iti  effccn,  reported  tliat  the  Itours  of  actual  tervice  we« 
not  subiunlinlly  reduced  as  a  result  of  the  opeialion  of  the  measure. 
Eight  hour«  wa*  merely  accepted  at  the  legal  batix  for  a  day's  ^y. 
with  the  rcitilt  that  tbo«c  Krvinn  the  luual  ten  liours  were  enuiM 
to  two  hoiiri'  additional  coRipRualion  per  day  as  overtime.  It  wai 
tlvis  asiicct  of  tiK  iiuettioo.  together  wtlli  itie  ret«ritnicnt  at  (he  t>rei- 
BUfc  exerted  upon  the  govemmental  auihnrtticf,  thai  was  cblcfly  r»> 
spoaiilile  (or  ibc  (lulilic  denuncialkcii  of  the  BroDierfaoodL 
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"the  decade  of  the  cigJitics,  The  chkf  contribution  of  this 
measure  lay  in  its  recognition  of  the  problem ;  its  machinery 
was  never  utilized  in  the  settlement  of  disputes.  It  provided 
for  voluntary  arbitration ;  in  the  event  of  a  controversy  cither 
party  might  surest  arbitration;  if  there  was  agreement  to 
arbitrate,  a  board  would  be  orji^nized  coniiisling  of  one  repre- 
sentative of  each  of  the  parties  and  of  a  "neutral"  selected  by 
these  two ;  and  thi»  board  would  investigate  the  difficulty  and 
make  an  award,  the  decision  to  be  enforced,  if  at  all,  through 
the  pressure  of  public  opinion.  Under  this  act,  however,  there 
was,  impliedly,  compuliory  investigation  of  labor  disputes. 
Either  the  parties  to  the  controversy,  or  a  state  executive,  or  the 
President  of  the  United  States  might  institute  an  invesligalion, 
to  be  conducted  by  a  commission  of  three  appointed  by  the 
President ;  and  its  findings  were  to  be  given  due  publicity. 
Only  one  such  commission  watt  created,  which  investigated  the 
Chicago  railroad  strike  of  1S94.  Out  since  it  came  into  being 
after  the  strike  had  been  broken,  its  report  dealt  chiefly  with 
suggestions  for  a  better  type  of  legislation  rather  than  with 
the  merits  of  the  controversy.  "The  arbitration  act  of  18S8," 
it  has  been  ju-sily  said,  "was  clearly  in  ailvancc  of  the  spirit 
of  the  times,  and  remained  a  dead  letter  as  far  as  the  settlement 
of  any  dispute  was  concerned."  * 

The  Erdman  Act  of  1898  constitutes  a  more  significant  at- 
tempt by  the  Federal  Government  to  provide  for  public  inter- 
vention in  railroad  labor  controversies.  The  passage  of  tlie 
neiv  law  was  prompted  by  the  failure  of  the  old,  and  intro- 
duced the  new  principle  of  mediation,  in  addition  to  retaining 
the  former  policy  of  arbitration.  The  Erdman  Act  was  limited 
in  its  jurisdiction  to  disputes  involving  railway  employees 
engaged  in  actually  operating  trains.  In  the  event  of  a  dis- 
pute between  an  interstate  carrier  and  any  group  of  such  em- 
ployees, either  party  might  request  the  aid  of  federal  mediators, 
consisting  of  the  Commissioner  of  Labor  and  the  Chairman  of 

'Magnnsson  and  Gsdsb)r>  "Fcderst   [ntervcntion  in   Railroad  Di»- 
\He»~  Monthly  Labor  Htvieu;  VoL  XI,  No.  t   (Jnljr,  19x0),  p.  4a 
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the  Interstate  Commerce  Commission.  Upon  agreement  of 
the  parties,  these  federal  mediators  must  attempt  to  conciliate 
their  diffcrencrs  and  effect  a  settlement;  and  upon  failure  to 
adjust  the  dispute,  tlie>'  must  seek  to  induce  the  parties  to  ac- 
cept arbitration.  If  arbitration  were  accepted,  a  board  consti- 
tuted as  under  the  act  of  t888  was  to  adjudicate  the  con- 
troversy, and  the  terms  of  the  award  might  be  enforced  by 
either  party  through  equity  proceedings.  L'pon  acceptance  of 
the  arbitration  proviiions,  the  parties  were  compelled  to  »ubmii 
the  dispute  to  investigation,  and  strike  or  k>ckout  for  three 
months  following  the  award  was  made  iltegat. 

While  there  seemed  to  he  a  htcelihood,  in  the  beginning,  th.it 
the  provisions  of  the  Erdman  Act,  because  of  their  voluntary 
character,  might,  for  practical  purposes,  lapse  through  disuse, 
they  were  successfully  invoked  in  igofi,  and  from  that  time 
"until  the  act  was  superseded  there  was  no  serious  strike, 
actual  or  threatened,  in  which  one  of  the  parties  did  not  seek 
settlement  under  its  terms," '  Until  1912,  the  operation  of  tlic 
act  appeared  to  be  uniformly  successful.  Sixty  cases  reached 
settlement,  of  which  45  were  adjusted  through  the  proc- 
ess of  mediation  and  conciliation.  Of  thcM:  c.i.«es,  a  num- 
ber were  of  considerable  magnitude.  The  mediation,  for 
example,  between  the  western  lines  and  the  conductors  and 
trainmen  in  1907,  as  we  have  seen  earlier,  involved  38  mads 
and  42,500  employees.  In  the  course  of  lime  the  mediation 
features  of  the  act,  at  first  deemed  incidental,  assumed  increas- 
ing importance,  although  many  of  the  disputes  involving  the 
larger  groups  of  employees  went  to  arbitration.  But  the 
method  of  arbitration  encountered  grave  difficulties.  There 
were  few  instances  in  which  the  partisan  representatives  could 
agree  upon  a  third  member  of  the  board,  and  the  federal 
mediators  were  compelled  to  make  a  selection.  Moreover,  as 
the  scope  of  the  disputes  developed,  both  the  Brotherhoods  and 
the  carriers  became  relurtanl  to  entrust  the  weighty  issues 
involved  to  a  single  neutral  arbitrator.  Finally,  in  tlic  engineers' 

'ContmoRs  and  Andrews,  Printiptes  fff  Labor  ItgUUticn,  p.  n/tk 
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wa^  controversy  of  1912,  the  railroad  inana|*crs,  as  we  have 
seen,  refused  to  utilize  the  mechanism  created  by  law,  and 
secured  tn  its  stead  a  board  of  seven,  consiisting  of  two  parti- 
zan  representatives  and  five  "public"  representatives.  While 
the  engineers  consented  to  this  arrangement,  the  necessity  of 
resorting  to  extra-legal  machinery  emphasized  the  defects  of 
the  Erdman  Act  and  pointed  the  way  to  further  improvement. 
The  failure  of  the  law  in  this  case  was  directly  responsible 
for  the  adoption  of  the  Ncwlands  Act  in  1913. 

The  Newlands  Act  was  virtually  an  amendment  of  the  earlier 
statute,  designed  to  remove  its  more  obvious  shortcomings. 
As  the  problem  was  then  conceived,  there  were  two  essential 
needs:  to  iiKrca*c  emphasis  upon  ihc  process  of  mediation 
(which  appeared  from  the  mere  number  of  cases  settled  by  this 
means  to  constitute  the  more  useful  part  of  the  program),  and 
to  prox-idc  for  larger  arbitration  boards  (in  order  to  obviate 
the  objeclions  raised  by  the  eastern  railroad  officials  in  llie 
enpnecrs'  arbitration  in  1912).  The  method  of  mediation  was 
given  greater  importance,  through  the  creation  of  a  permanent 
Board  of  Mediation  and  Conciliation,  and  through  the  provision 
that  this  board  might  offer  its  services  on  its  own  motion,  when 
deemed  desirable  in  the  public  interest.  The  boards  of  arbitra- 
tion provided  for,  in  case  mediation  proved  unsuccessful,  were 
to  consist  of  cither  three  or  six  members,  as  agreed  upon  by 
the  contending  parties,  each  party  selecting  one  or  two  repre- 
sentatives, and  these  choosing  one  or  two  "public"  arbitrators. 
In  addition,  more  extensive  restrictions  were  thrown  about  the 
"arbitration  agreement"  than  was  the  case  in  the  Erdman  Act, 
and  many  of  die  details  of  the  arbitration  process  were  made 
part  of  the  agreement  rather  than  of  the  law  itself.  Through 
such  means  the  machinery  of  the  old  law  was  considerably 
elaborated,  the  most  significant  development  consisting  in  the 
introduction  of  a  permanent  hoard  for  the  consideration  of 
labor  controversies.  It  is  unfortunate  that  such  a  board  was 
created  only  for  mediation,  and  not  for  the  more  difficult  tasks 
of  arbitration. 
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During  tlie  four  and  a  half  years  that  elapsed  between  the 
passage  of  the  Xcwlands  Act  and  the  be^nning  of  Federal 
Control,  [he  pfoccss  of  mediation  and  concilialion  was  invoked 
no  less  than  7;?  timus,  and  32  disputes  were  settled  by  arbitra- 
tion boards  created  under  the  act.  Tliere  can  be  no  question, 
tlicrcfore,  that  ihc  law  performed  a  siRiiificant  service.  Many 
of  the  controversies  adjusted  through  resort  to  its  agencies 
would,  in  the  absence  of  tlie  statute,  doubtless  have  reached 
the  stage  of  open  conflict  and  disrupted  service.  But  when  the 
crucial  test  came,  the  act  was  found  incapable  of  safeguarding 
the  public  interest.  Arbitration  under  its  provisions — very 
largely  because  the  boards  were  temporary,  created  in  the  heat 
of  actual  dispute,  and  merely  designed  to  compromise  difB- 
culties — failed  to  convince  the  workers  of  its  impartiality ;  and 
being  voluntary,  it  finally  failed,  at  a  critical  time,  to  win  the 
consent  of  the  workers  to  its  use.  The  inadc<)uacy  of  the  New- 
lands  Act  was  forcefully  demonstrated  in  1916,  during  the 
diflicult  struggle  for  the  cight-liour  day.  In  the  face  of  a 
national  strike,  all  existing  means  of  settling  railroad  labor 
disputes  fell  to  the  ground.  The  BrotlierlK)0<ls,  convinced  of 
the  justice  of  their  demands,  refused  to  accede  to  compromise 
or  to  entrust  their  cause  to  what  they  deemed  to  be  an  unfair 
arbitration  process.  Not  until  Congress  constituted  itself  an 
arbitration  board  and,  without  investigation,  granted  the  de- 
mands of  the  workers,  was  the  threatened  strike  averted.  Since 
September,  1916,  the  Newlands  Act  has  possessed  no  practical 
importance. 

The  inade<|uacy  of  all  these  legislative  expedients  was  the 
result  of  a  fundamental  defect  in  public  policy  toward  labor 
relationships.  These  laws  were  designed  to  compromise  dis* 
putes  between  the  carriers  and  their  cmpkjyecs  after  the  con* 
trovcrsies  had  been  fully  developed.  Provision  for  the  labor 
interest  was  not  recognized  as  an  integral  part  of  the  railroad 
problem,  and  no  permanent  regulative  scheme  was  established 
to  secure  just  treatment  for  the  Iransiwttalion  workers.  The 
need  of  removing  continuing  abuse  and  thereby  preventing  the 
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emer^nce  of  serious  labor  difficulties  was  entirely  neglected. 
Tlic  emphasis  of  all  this  legislation  was  misplaced.  If  public 
effort  were  directed  to  the  eatablishment  of  reasonable  wages, 
hours,  and  working  conditions,  relatively  simple  machinery  of 
mediation  and  arbitration  might  prove  adequate.  Under  such 
circumstances,  labor  disputes  would  be  fewer  in  number,  and 
the  great  power  of  public  opinion  could  be  legitimately  and 
effectively  utilized  against  any  organisation  refusing  to  abide 
by  the  l^ally  recognized  means  of  settlement.  Public  disap- 
proval of  unfair  demands  and  arbitrary  methods  would  tend 
to  p^o^'ide  all  the  compulsion  nece^ar^-  to  prevent  interruption 
of  the  transportation  service. 


§^.    Railroad  Labor  under  Federal  Control  ■ 

The  final  settlement  of  the  eight-hour  dispute  was  accom- 
plished in  March,  1917.  Our  participation  in  the  Great  War 
dates  from  April  of  that  year.  Throughout  1917  events  moved 
rapidly :  the  formation  of  armies  began  to  draw  skilled  workers 
from  the  railroads ;  the  prevalence  of  high  wages  in  the  tempo- 
rary war  industries,  the  inadequacy  of  the  railroad  wage  level, 
and  the  upward  trend  of  living  costs  were  fomenting  discon- 
tent among  the  railroad  employees ;  the  existing  transportation 
charges,  in  face  of  constantly  increasing  prices  of  materials 
and  supplies,  made  wage  concessions  by  the  carriers  impos- 
sible; and  yet  there  had  never  been  a  time  in  the  histor)'  of 
American  railroads  when  it  was  so  imperative  that  an  adequate 
and  cflkicnt  labor  force  be  maintained.  By  the  end  of  the  year, 
therefore,  the  railroad  labor  situation  had  again  become  very 
grave.  In  November  and  December  practically  all  of  the  more 
important  organizations  of  railroad  employees  prtscnted  wage 
demands  which  the  railroads  were  unable  to  meet  under  exist- 
ing financial  conditions.  The  possibility  of  a  national  strike 
was  again  on  the  horizon.    These  critical  circumstances  were 

*  TI1C  dtlaPs  of  the  labor  policy  of  tbc  Railroad  AdiniiitMratioii  are 
set  forth  in  Chapter  V,  Kk 
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among  the  causes  of  Federal  Conirol:  and  ihe  labor  policies 
of  the  United  States  Railroad  AdminiMration  nude  significant 
contributions  to  the  elements  essential  for  permanent  settk-. 
ment  of  Ihe  problem  of  labor  relationships. 

It  should  be  noted,  at  the  outset,  (hat  the  labor  adivtttcs  of 
the  Railroad  Administration  arc  not  strictly  comparable  with 
llwse  of  the  governmental  agencies  of  the  pre-war  period. 
Under  Federal  Control  the  functions  of  management  and  0 
Vpublic  intervention  were  fused.    All  the  details  of  labor  rela 
tionships  were  settled  by  agreement  between  the  Govcrmneni 
and  the  cmpIoyccB ;  the  tasks  of  the  Administration  were  not 
confined  to  its  intcr\ention,  as  a  third  party,  for  the  adjust- 
ment of  disputes.    In  fixing  wages,  hours,  and  working  condi- 
tions, initially,  the  public  authorities  were  but  performing  one 
of  the  recognized  functions  of  management ;  for  the  most  part 
only  the  activities  of  ilie  Adjustment  Boards  may  properly  be  j 
regarded  as  connected  with  the  conciliation  of  labor  coa'ro^l 
vcrsies.    It  must  be  rccogrnizcd.  however,  that  in  the  perform-  ~ 
ance  of  its  man.igerial  functions,  the  Railroad  .■\dmtnistration 
succeeded  to  a  marked  extent  in  developing  friendly  relation- 
ships between  the  railroad  employees  and  the  government  offi- 
cials; and  hence  it  is  difficult  to  draw  a  distinct  line  between 
the  two  phases  of  its  labor  policy.    But  the  fact  of  the  dUttnc- 
tion  is  obvious,  and  must  receive  consideration  in  any  attempt 
to  apply  the  experience  of  Federal  Control  to  post-war  ad- 
justments. 

The  labor  policy  of  the  Administration  in  the  management 
of  the  railroads  was  distinguished  by  a  sincere  desire  to  accord 
fair  treatment  to  all  the  employees  in  the  service.  The  wage 
increases,  for  example,  were  neither  the  result  of  arbitrary 
determination  by  the  Director-General,  nor  of  compromise 
with  the  demands  of  the  men.  They  were  bailed  upon  thorough 
investigation  of  the  facts,  and  were  <tesigned  to  establish  ■  juit 
level  of  compen^itton.  In  like  manner,  reasonably  satisfactoty 
working  conditions  were  provided  from  the  begbntng.  The 
initial  wage  order  accepted  the  eight-hour  day  as  the  buu 
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of  payment,  and  as  soon  as  the  exigencies  of  war  permitted, 
the  cight-liour  day  was  widely  in:itiluted  in  practice,  particu- 
larly in  shop  service.  Rules  defining  working  conditions  were 
incorporated  into  agreements — ultimately  national  in  scope — 
which  replaced  those  operative  prior  to  Federal  Control,  and 
were  made  applicable,  in  many  instances,  to  groups  of  workers 
that  had  been  neglected  under  private  management.  Wliile 
starxlardiiation  may  have  been  carried  too  far  in  these  agree- 
ments, the  policy  of  instittittng  improvements  in  working  con- 
ditions before  they  had  become  the  subject  of  actual  dispute, 
proved  very  helpful  in  preventing  dif^ruption  or  demoralizatton 
of  the  service.  In  the  adjustment  of  these  working  rules,  as  in 
the  establishment  of  machinery  of  conciliation,  the  principle  of 
collective  bargaining  was  frankly  recognized,  the  i^vermneat 
officials  dealing  with  the  representatives  of  labor. 

The  chief  tasks  of  conciliation  nf  actual  controversies  fell  to 
the  three  Boards  of  Adjustment ;  they  were  the  agencies  under 
Federal  Control  most  nearly  corresponding  to  the  Board  of 
Mediation  and  Conciliation  created  by  the  Ncwlands  Act 
They  were  bi-partizan  bodies,  established  through  agreement 
between  the  regional  directors  of  the  Railroad  Administration 
snd  the  representatives  of  the  labor  organizations,  eacli  board 
having  jurisdiction  over  distinct  classes  of  workers.  Up  to 
April  7,  1920,  these  three  Boards  of  Adjustment  had  received 
4.266  cases  for  settlement,  of  which  3,753  had  been  disposed 
of:  in  1,799  of  these  cases  the  decisions  were  favorable  to  the 
carriers;  10  1,369  of  them  they  were  favorable  to  the  em- 
ployees ;  in  121  the  disputes  were  compromised ;  and  464  of  the 
cases  were  withdrawn  without  decision.  Though  the  boards 
were  organized  on  a  bi-partizan  basis,  there  appears  to  have 
been  little  "partizanship"  in  (heir  disposition  of  the  many  diffi- 
culties involved  in  the  application  of  the  wage  orders  and  the 
working  rules. 

There  were  no  authorized  strikes  during  the  entire  period 
of  Federal  Control.    Hie  unauthorized  strikes  were  largely 


ue  loy- 
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due  to  the  faiturt  o(  the  employees  to  recognize  the  possibilttuii 
of  the  newly  created  mechaniMn  for  th«  settlement  of  their 
dtffieuhies.  The  most  serious  of  thctn — the  unautliorizcd  strike 
of  the  shopmen  in  Chicago  in  the  summer  of  1919 — was  the 
direct  outcome  of  tlte  unwillingness  of  the  Railroad  Adminis- 
tration to  grant  furtlxr  wage  increases,  however  just  the  de- 
mands, pending  the  restoration  of  private  management. 
Strikes  of  this  character  were  promptly  suppreMcd,  through 
the  refusal  of  the  Director-General  to  consider  the  grievances 
of  the  men  until  work  had  been  resumed,  and  ihrovigh  the  loy- 
alty and  support  of  the  leaders  of  the  labor  organizaljj 
involved. 

The  success  of  the  agencies  of  conciliation  under  Fe 
Control  was  due  in  large  measure  to  the  fact  thai  they 
permanent  boards,  composed  of  experts  who  merilcd  and  re- 
ceived full  confidence.  The  were  very  properly,  also,  bi-partt- 
zan  boards.  The  very  presence  of  a  neutral  umpire  on  sudi 
R  body  prcsuppoiics  that  the  partisan  members  will  render  parti- 
san decisions.  The  burden  of  effecting  a  just  settlement  is 
thus  thrown  upon  the  shoulders  of  a  single  individual  (or,  in 
any  case,  upon  a  minority) — and,  in  the  tcmp«rar>-  hoards.  tlii« 
individual's  common  lack  of  special  equipment  for  tlie  tasks 
involved  serves  to  destroy  the  confidence  of  both  parties  in  the 
conciliation  or  arbitration  process.  But  the  success  achieved 
under  Federal  Control  in  the  adjustment  of  labor  relationships 
was  due  more  largely  to  the  provision  of  fair  treatment  for  the 
railroad  employees,  than  to  (he  establishment  of  adequate  ma- 
chinery for  the  settlement  of  disputes.  The  conviction  on  the 
part  of  the  men  that  their  mierests  were  being  currently  safe- 
guarded, and  not  merely  subject  to  compromise  at  wide  inter- 
vals, when  vital  differences  had  readied  the  stage  of  opm 
confltct,  was  the  primary  source  of  industrial  peace  during  the 
life  of  the  Railroad  Administration.  The  far-stglited  exercise 
of  the  functions  of  management  were  chiefiy  instrumental  in_ 
averting  railroad  strikes. 


LABOR  AND  CONTINUITY  OP  OPERATION  339 
$5.    Labor  Rebuiottships  and  Continuity  of  the  Sfrvice 

The  body  of  American  ex[>eriencc  briefly  reviewed  in  the 
preceding  pages — iii  the  development  of  labor  conflicts  and 
public  policy  under  private  management,  and  in  the  adjuMment 
of  labor  relationships  under  government  operation— discloses 
two  primary  iteeds:  that  railroad  labor  be  treated  justly;  and 
that  the  public  be  freed  of  tite  menace  of  interference  with  the 
continuity  of  the  transportation  service.  The  principles  and 
machinery  governing  labor  relationships  prior  to  the  war  failed 
(o  achieve  etilter  of  these  ends.  The  startling  findings  of  the 
Lane  Commission  relative  to  the  kvel  of  railroad  wages 
directed  attention  to  the  chief  source  of  labor  discontent;  and 
the  striking  episode  of  the  Adamson  Act  demonstrated  the 
utter  inadequacy  of  the  existing  governmental  agencies  for  the 
settlement  of  railroad  labor  controversies. 

There  ts  little  jiistificalion  for  the  belief  that  reasonable 
labor  conditions  in  the  railroad  industry  can  be  secured,  under 
private  management,  without  an  extension  of  the  scope  of 
public  regulation  to  wages,  hours,  and  working  rules.  The  pos- 
sibilities of  the  future  must  be  judged  very  largely  by  (he  re- 
sults of  the  past ;  and  the  lesson  of  the  past  is  unmistakable.' 
The  carriers  liavc  generally  yielded  to  the  demands  of  their 
employees,  whether  just  or  unjust,  only  when  compelled  to  do 
so  by  the  ai)p)ication  of  overwhelming  pressure.    The  signiR- 

*Cf.  the  following:  "Oroadly  spufcing.  thr  ntd  raitroa4  manage- 
ment Irmted  Ubor  a*  a  commoditj-  to  be  bouijht  in  the  lowest  nurkct 
and  junked  when  thaitcrcd  in  xcivicc  Labor  has  not,  and  ha*  bo 
reason  to  have,  confideocc  in  gellinK  a  square  deal  if  the  railroadii 
are  returned  to  corporations  operaling  them  for  private  profit  and 
dominated  by  the  rinaiicial  cliques  that  have  of  rccecl  >'rarg  con- 
trolled our  great  railroad  ijriinns.  For  that  matter,  neiihet  hare  the 
(eeuriljr  holders.  Labor  is  embittered  by  gencrationi  of  ill-lmlment 
and  exploitation.  The  lepreiciitativt's  of  labor  ny,  aod  with  mibctan- 
tial  trtith,  that  the  forces  which,  until  December  26,  1917,  dominated 
our  transportation  induilr)-.  arc  rcpreiciiiative  neither  of  the  rights  of 
(he  millions  o(  human  ttctngs  wIm  have  doiic  the  Mseolial  trantporta- 
tton  work,  nor  of  the  rights  of  the  oiher  million*  who  have  fundsbed 
the  money  to  pay  for  the  tran^porUlion  facilities."  G.  W.  Apdcr»oci. 
""!)nr  Railroad  Problem,"  Atlantic  Uomlkly,  December,  igift  pp.  84;^S50: 
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cant  gains  of  railroad  labor  have  been  won  througli  the  power 
of  close  organization  and  concerted  action,  and  in  numerous 
instances,  only  through  actual  or  threatened  interruption  of 
the  transportation  service,  fn  spite  of  lti«  trcmcndouEi  growth 
of  railroad  tnbor  organizations  and  the  ra[)id  development  of 
formal  and  informal  cooperation  lielwecij  them,  the  weapon 
of  the  strike  has  had  to  be  resorted  to  with  increasing  f  requcncyj 
in  recent  years  in  onler  to  induce  the  railroad  corporations 
recofpnize  the  interests  of  the  workers.  The  provision  of  fail 
wages  and  satisfactory  working  conditions,  just  as  the  estat 
lishment  of  reasonable  rates  and  adequate  service,  is  primarit]j 
a  function  of  tbc  private  managements:  but  neither  task  can 
be  accomjilishcd  properly  without  public  regulation.  Just  »s 
the  ptd)!ic  interest  in  rates  and  service  transcends  that  of  the 
railroads  and  the  shippers,  so  the  public  interest  in  labor  rela- 
tionships transcends  that  of  the  carriers  and  thdr  employees. 

It  is  desirable  that  labor  rclationsliips  be  adjusted  in  the  first 
instance  by  agreement  between  the  corporations  and  the  men — 
the  principle  of  collective  bargaining  being  given  unc4]uivocal 
recognition — but  the  results  of  such  agreement,  and  the  diffi- 
culties arising  out  of  failure  to  reach  agreement,  must  l>e  nib' 
ject  to  the  control  of  public  authority.  There  is  need  of  a 
Labor  Commission — a  board  governing  railroad  wages  and 
working  conditions — comjiarable  in  (>ower  and  influence  to  the 
Interstate  Commerce  Commi.'vston.  Such  a  commission,  unlike 
the  boards  contemplated  by  federal  legislation  of  llic  pre-war 
period,  must  be  a  permanent  body  in  continuous  session,  expert 
in  personnel  and  representative  of  the  public  as  well  as  the 
railroad  and  labor  interests,  etKlowed  ivilb  sufficient  authority 
to  deal  const ntctively  with  the  railroad  labor  problem.  The 
efforts  of  this  agenc}-  would  Iw  directed  to  the  maintenance  of 
proper  relationships  between  the  carriers  and  their  employees, 
through  current  adjustment  of  wages  and  working  rules,  when 
they  cannot  W  satisfactorily  determined  by  the  panics  in  inter- 
est, rather  than  to  the  mere  compromise  of  difficulties  tlircat- 
ening  tlie  disruption  of  the  service.    The  accumulating  expert- 
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ence  of  such  a  body  would  prove  increasingly  valuable,  and  its 
tntluence  and  cffccttveneis  might  be  enlianced  through  the 
establishment  of  field  forces  (as  in  the  case  of  the  Interstate 
Commerce  Commission)  dcvotwl  to  the  invesligation  of  the 
practical  results  of  its  orders  and  decisions.  The  work  of  the 
national  commission  could  profitably  he  supplemented,  also,  by 
a  system  of  adjustment  boards,  subsidiary  to  th«  commission, 
similar  to  those  in  operation  under  I'cdcral  Control.  These 
boards,  of  bi-partizan  personnel,  and  limited  in  jurisdiction  to 
specific  classes  of  cmi»Iyyt*s.  would  be  creati'd  through  com- 
pulsory agreement  between  the  carriers  and  their  organized 
employees.  They  would  find  their  chief  tasks  in  conciliating. 
with  reference  to  individual  carriers  or  particular  localities, 
the  minor  but  rankling  labor  difficulties  that  arc  constantly 
arising  in  the  management  of  the  railroads.  Some  such  scheme 
of  public  regulation  of  labor  relatiomhips  would  tend  to  remove 
(he  primary  causes  of  conllict  at  their  source — through  im- 
provement of  conditions  of  employment  and  elimination  of 
arbitrary  power — and  would,  at  the  same  time,  provide  ade- 
quate means  for  the  settlement  of  such  controversies  as  might 
in  any  event  arise. 

But  a  further,  and  more  fundamental,  preventive  measure 
is  necessary.  If  the  interests  of  labor  arc  to  be  properly  safe- 
guarded, the  railroad  employees  must  be  given  »  voice  in  the 
management  of  the  railroad  sy.stcms.  Labor  representation  on 
the  directorates  of  the  more  important  operating  companies 
would  constitute  a  recognition  of  the  vital  concern  of  the  trans- 
portation workers,  along  with  the  owners  of  the  properties  and 
the  users  of  the  service,  in  the  proper  functioning  of  the  rail- 
road industry.  Such  representation  would  minimize  labor  con- 
troversy. Many  labor  disputes  arc  but  the  outcome  of  mis- 
understanding. The  difficulty  of  reconciling  the  opposing 
viewpoints  of  the  workers  and  the  management  is  often  due  to 
the  mere  isolation  from  each  other  of  the  contending  parties. 
The  functions  of  the  labor  directors  would  largely  be  con- 
cerned with  the  development  of  mutual  understanding  aful 
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cooperative  effort.  Moreover,  participation  in  management 
would  add  rcsponsibilitj'  (o  the  power  of  labor.  Such  respon- 
sibility would  lead  to  greater  efficiency  in  the  performance  of 
transportation  tasks,  as  well  as  to  greater  assurance  of  unin- 
terrupted railroad  service.  The  establishment  of  labor  repre- 
sentation on  the  directorates  of  the  carriers  would  con^tute 
an  importaM  step  in  the  democratization  of  the  industry,  in  t)i« 
sharing  of  control  by  all  the  elements  that  contribute  to  the 
proper  exercise  of  titc  transportation  function;  and  this  con- 
cession to  tlie  legitimate  aspirations  of  the  workers  would  tend 
to  discourage  such  extreme  labor  demands  for  industrial  con- 
trot  as  are  contemplilcd  by  the  Plumb  Plan,  and  would  thereby 
promote  the  public  welfare. 

With  the  interests  of  labor  reasonably  safeguarded  and 
adequate  machinery  of  government  intervention  permanently 
established,  is  there  need  of  further  public  protection  against 
interruption  of  the  transportation  service?  It  has  been  fre- 
quently suggested,  and  the  suggestion  has  received  the  approval 
even  of  some  who  are  acknowledged  to  be  warmly  sympathetic 
to  the  cause  of  labor,  that  the  publte  stake  in  maintaining  con- 
tinuity of  the  ser\-ice  is  so  basic  that  railroad  strikes  must  be 
made  ilk^al.  "The  first  and  most  obvious  economic  right  and 
need  of  the  railroad-using  public,"  writes  an  eminent  cham[Hon 
of  social  ju.«ice,  "is  uninterrupted  service.  .  •  .  The  American 
public  now  has  no  generally  accepted  Iftjat  right  to  rontinaous 
service.  Otherwise  stated,  the  operating  forces  have  a  legal 
right  to  strike.  .  .  .  The  right  of  the  individual  employee  to 
leave  the  railroad  service  should  remain  inviolate.  Out  the 
present  legal  right  of  the  mass  of  employees,  by  combination 
and  conspiracy,  to  take  the  country  by  the  throat  until  It  assents 
to  their  demand;,  just  or  unjust,  must  be  taken  away.  No 
people  can  be  really  free  while  their  right  to  a  life  of  peaceful 
activity  lies  subject  to  the  control  of  extra -governmental  bodies. 
Labor  unions  to-day  are  extra-governmental  bodies.  They 
have  the  powcr.i,  but  not  the  responsibilities,  of  government. 
Their  domination  Is  as  intolerable  as  the  capitalistic  'invfsiW 
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government'  that  wc  liave  been  fighting  for  a  generation,  until 
the  Germans  diverted  oar  attention  to  world  affairs.  Our 
dominating  forces  must  be  governmental,  ofBcial.  Then,  when 
they  do  not  suit  us,  wc  may  change  them  through  orderly  politi- 
cal processes.  Thus  only  can  there  be  evolutionary  demo- 
cratic progrsM."  '■ 

There  can  he  little  question  that  the  public  interest  in  the 
continuity  of  the  transportation  service  is  supreme;  that  rail- 
road labor  organisations  possess  the  power  to  jeopardize  the 
general  welfare  in  this  respect;  and  that  the  domination  of 
these  "extra-governmental"  bodies  it  antagonistic  to  the  free 
functioning  of  our  democratic  institutions.  It  is  to  be  remem- 
bered, however,  that  the  development  of  industrial  conflict  in 
Ihc  field  of  transportation  has  been  stimulated  chietly  by  the 
existence  of  intolerable  mahdjuKtments  in  labor  relationships, 
and  that  the  strike  and  threat  of  strike  have  proved,  in  the  past, 
the  only  effective  tools  for  the  advancement  of  the  interests 
of  the  workers.  Until  the  traditional  labor  situation  is  replaced 
by  one  of  measurable  justice,  it  would  be  both  unwise  and  im- 
practicable to  deprive  the  highly  organized  railroad  emplo>'ecs 
of  the  legal  right  to  use  the  strike  weapon.  Labor  distrust  in 
the  willingness  of  the  carriers  to  grant  fair  wages,  hours,  and 
working  conditions,  and  in  the  ability  and  determination  of 
government  authority  to  establish  such  adjustments,  must  first 
be  removed.  The  policy  of  making  strikes  illegal — to  be  en- 
forced against  hrge  and  closely  organized  bodies  of  men— 
mi^t  involve  the  .suppression  of  rebellion,  rather  than  the 
mere  control  of  recalcitrant  citizens,  especially  when  directed 
against  railroad  labor  "embittered  by  generations  of  ill-treat* 
ment  and  exploitation."  Sound  reconstructive  policy,  in  the 
6eM  of  labor  relationships  as  in  financial  and  operating  prac- 
tice, must  necessarily  arise  out  of  past  conditions.  The  ex- 
tension of  administrative  control  to  labor  relationships,  and 
the  creation  of  permanent  agencies  for  the  settlement  of  dis- 

'*C.  W.  Andenon,  op.  cit.,  pp.  &(7-848 
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compromising  attilude,  or  an  unwillingness 
lished  agencies  for  ihe  adjustment  of  di 
punishable  by  the  full  weight  of  public 
primary  public  guarantees  against  interni; 
portation  service  are  identical  with  the 
treatment  to  nulroad  labor. 


PART  in 
THE  ELEMENTS  OF  THE  RAILROAD  ADJUSTMENT 


CHAPTER  X 

THE  BACKGROUND  OP  THE  SCITLEMENT 

The  preceding  four  chapter;),  in  presentii^  a  discussion  of 
the  essentials  of  reconstructive  policy,  were  in  the  nature  of  a 
digression  from  the  initial  task  of  tracing  in  chronological 
sequence  the  character  of  recent  railroad  developments,  par- 
ticularly since  the  outbreak  of  the  Great  War.  The  salient 
facts  of  the  war-time  operation  of  the  nilroads  have  brcn  set 
fortli,  and  a  judgment  has  been  attempted  of  the  signilJcance 
of  the  experience  from  the  standpoint  of  the  war  emergency. 
On  March  I,  1920,  the  rwids  were  restored  to  private  mani^e- 
ment  under  3  recon^iti luted  sy.'vtcm  of  public  regulation.  It  it 
the  purpose  of  the  chapters  that  follow  to  examine  and  de- 
scribe the  elements  of  this  railroad  adjustment.  The  immediate 
task  is  to  indicate  the  background  of  (he  settlement.  We  shall 
then  present  an  analysis  and  interpretation  of  the  Transporta- 
tion Act  of  192a 

§/.     The  Historic  Roots  of  AtaliuiiustmeHt 


In  a  very  real  sense  the  entire  history  of  railroad  transporta- 
tion in  the  United  States  constitutes  the  b^cbgrouiKl  of  the 
new  system  of  regulation  introduced  by  the  Transportation 
Act,  Neither  the  cliaracier  of  railroad  maladjustments  nor 
the  shortcomings  of  the  old  system  of  public  control  can  be 
adequately  understood  without  reference  to  the  historic  ante- 
cedents of  existti^  conditions.  In  railroad  relationships,  as  in 
all  social  and  economic  arrangements,  the  process  of  develop- 
ment— in  some  measure  arbitrary  and  accidental,  but  in  nwst 
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return  on  a  "fair  value"  capable  of  almost  indefinite  expanskxi 
through  the  prt^ressivc  acceptance  of  new  speculative  elements 
of  value.  The  necessity  of  establishing  uniform  rates  for  com- 
peting hncs,  and  the  impossibility  of  so  adjusting  tliese  ratei  as 
to  yiek)  a  fair  return  to  the  weaker  roads  without  providing 
exceuive  earnings  for  the  stronger  lines,  added  to  the  diffi-  M 
cullies  of  the  situation.  Through  the  traditional  rate  policy,  fl 
therefore,  neither  was  the  interest  of  the  public  sdequately 
safeguarded,  nor  the  credit  of  the  railroads  sufficiently 
protected. 

But  there  were  also  outstaiKling  negative  detects.  The  per- 
sistence of  com|>clilivc  operation  was  not  based  entirely  upon 
the  legal  obstacles  to  couperative  effort.  The  roads  themselves 
were  frequently  averse  to  unification.  They  desired  to  retain 
for  themselves,  in  each  case.  lbc  financial  advantages  itilicrcnt 
in  the  control  of  strategic  locations  or  essential  equipment, 
rcgardlesji  of  the  needs  of  the  general  transportation  service- 
Such  an  attitude  was  both  natural  and  inevitable  under  A 
system  of  multiple  corporate  ownership.  Its  drawbacks  could 
be  removed,  and  the  full  utilization  of  carrying  capacity  could 
be  secured,  only  through  the  formulation  3n<l  enforcement  of 
a  public  policy  directed  lo  the  progressive  consolidation  of  rail- 
road systems. 

In  like  mamicr,  the  difficuhies  of  linancial  regulation  were 
not  due  exclusively  to  the  inddiiiileness  and  restrictive  cluir- 
actcr  of  the  rate  policy  of  the  Interstate  Commerce  Commis- 
iion  and  of  the  state  regulatory  l>odic5.  The  freedom  which 
the  carriers  had  traditionally  enjoyed  in  tlie  capitalization  of 
their  railroad  systems  and  in  the  disposition  of  the  proceeds  of 
their  securities  had  complicated  the  tusk  of  rate  regulation,  liad 
led  to  under-maintcnancc  and  arrested  dev*clopaicnt  of  the 
transportation  properties,  atK)  resulted  in  a  large  measure  of 
financial  mismanagement.  Public  confidence  in  railroad  in- 
vestment was  thereby  seriously  shaken,  and  the  credit  of  tlw 
carriers  dangerously  crippled.  While  the  efforts  of  the  states 
in  the  regulation  of  security  issues  were  not  altogether  fruit' 
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the  service  which  has  been  keenly  felt  in  recent  years,  particu- 
Urly  undiT  the  pressure  of  the  intensive  industrial  activity 
accompanying  the  war  cfTorl,  and  the  financial  difficulties  aris- 
ing out  of  the  eo-cxislencc  of  strong  and  weak  roads,  can  be 
traced  in  considerable  measure  to  the  legally  enforced  main- 
tenance of  the  independence  of  compeiing  tranEportatton  lines. 
^Tbc  fart  that  American  railmatls  have  been  subject  to  the 
dual  control  of  the  nation  and  the  states,  with  conflicting  r^u- 
lations  as  to  rates  and  service,  likewise  proved  burdensome  to 
the  carriers  and  subversive  of  the  common  interest.  Unneces- 
sary curtailment  of  railway  income  has  been  the  result  of  tlie 
process,  together  with  hampering  interference  in  the  domain  of 
management  and  the  technique  of  operation.  This  dual  form 
of  r^ulation,  especially  when  its  burdens  have  been  accentu- 
ated by  conflict  between  state  and  federal  authority,  helped 
to  prevent  the  development  of  such  a  national  transportation 
system  as  the  dominantly  interstate  character  of  commercial 
and  industrial  intercourse  urgently  demanded. 

Finally,  the  failure  of  both  the  national  Congress  and  the 
state  legislatures  to  enunciate  definite  principles  of  rate-making 
for  the  financial  regulation  of  the  railroads  led  to  what  has 
been  widely  deemed  an  unduly  restrictive  rate  policy ;  and  one 
which  did,  in  fact,  contribute  substantially  to  tlic  stoppage  of 
the  flow  of  capital  into  the  railroad  industry.  There  was  no 
clear  recognition  of  the  fact  that  the  rate  of  return  which  must 
be  prodded  for  the  carriers  should  be  directed  to  the  support 
of  railroad  credit,  under  changing  money  market  conditions  and 
in  the  light  of  the  dynamic  character  of  economic  institutions, 
as  well  as  to  the  prevention  of  confiscatory  rate  adjustments  in 
the  narrower  sense;  and  no  legislative  guide  was  provided  for 
either  commissions  or  courts  as  to  the  standards  to  be  adopted 
in  the  determination  of  the  "value"  base  upon  which  the  rate 
of  return  was  to  be  computed.  Financial  rcgulatioi]  thereby 
became  largely  a  judicial,  rather  than  a  legislative,  funrtion, 
subjecting  the  carriers  to  uncertainty  as  to  the  extent  of  their 
rights,  and  subjecting  the  public  to  tlic  burden  of  providti^  a 
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ditional  public  policy  expressed  itself  in  baiting  and  overcan- 
tious  enactments,  and  in  adnitni»trattve  expedients  pcMsesiiog 
(he  confidence  of  neither  the  manafjcments.  nor  the  men — mA 
through  arrangements  that  neither  in  origin  nor  purpose  nor 
practical  adjustment  were  conceived  as  constituting  an  integral 
part  of  the  process  of  regulation.  The  various  federal  laws 
dealing  with  railroad  labor  relationships  were  largely  indc- 
pcfldenl,  cxtfa-regutative,  makeshift  measures.  In  sudi  aa 
environment  labor  controversies  became  progressively  more 
and  more  bitter,  and  finally  comprehended  in  their  scope  a 
struggle  between  all  the  carriers  and  all  the  transportalioo 
workers,  which  placed  in  serious  jeopardy  the  most  vital  public 
interest  in  railroad  relationships. 

§J.    The  Signifitancf  of  the  War  Experience 

American  railroad  experience  during  the  period  of  the  war- 
both  under  unified  private  operation  and  under  Federal  Con- 
trol— is  often  assumed  to  possess  much  greater  significance 
for  the  development  of  permanent  policy  than  the  facts  of  the 
experience  justify.  The  relative  merits  of  private  and  public 
management,  for  example,  were  by  no  means  settled  conclu- 
sively by  the  war-time  operation  of  tlie  railroAds.  In  the  for- 
mulation of  post-war  policy,  therefore,  the  basic  choice  between 
continuing  tlie  historical  American  method  of  corporate  owner- 
ship and  operation,  or  embarking  upon  some  scheme  of  nation- 
alization, was  still  subject  to  determination,  in  large  measure, 
by  the  old  considerations  of  tlic  temperament  of  our  people 
and  the  character  of  our  institutions. 

The  virtual  breakdown  of  the  railroad  service  in  the  winter 
of  1917  cannot  justly  be  construed  as  proof  of  the  inherent 
inability  of  private  management  to  meet  modern  transportation 
needs.  Many  circumstances  conspired  to  render  the  efforts  of 
the  carriers  unequal  to  the  extraordinary  tasks  which  con- 
fronted them  during  the  early  part  of  the  war  period.  Trans- 
portation facilities  were  inadequate — plant  and  ec|uipment  being 
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5,  the  ii«d  of  exclusive  federal  control,  as  an  indispensable 
adjunct  to  the  eentralizcd  rcgulaljoii  of  rates  and  service,  was 
long  recognired  and  persistently  urged — but,  up  to  tlie  war 
period,  witliout  success. 

The  need  of  service  regulation  had  also  been  largely  ignored. 
Not  only  was  the  cooperative  use  of  plant  and  equipment  ren- 
dered diflicult  by  the  policy  of  enforced  competition  and  by  the 
maintenance  of  multiple  corporate  ownership,  but  uo  satisfac- 
tory measures  had  been  developed  to  insure  adequacy  of  facili- 
ties and  the  enforcen»ent  of  such  service  standards  as  would 
eliminate  ,  unsafe,  discriminatory,  and  incflicicnt  practices. 
Prime  reliiincc  liad  been  placed  on  slate  activity,  which  tended 
to  involve  undue  interference  with  management  and  operation, 
and  subjected  the  carriers  to  the  expense  and  burden  of  many 
rigid  and  confiding  statutory  requirements.  Up  to  the  war 
period  federal  action  had  been  largely  restricted  to  the  enact- 
ment of  safety  measures,  and  the  character  of  the  transporu- 
tion  service,  in  spile  of  its  incalculable  importance  and  its  ht- 
separabk  relationship  to  the  problem  of  rates  and  credit  and 
other  recognized  aspects  of  the  regulative  process,  was  allowed 
to  develop  chaotically  and  without  the  influence  of  any  clearly 
defined  governmental  policy. 

Finally,  the  tremendous  significance  of  tlie  railroad  labor 
problem,  and  the  necessity  of  formulating  a  constructive  public 
policy  toward  labor  relationships,  had  not  received  due  rect^- 
nilion.  The  vital  interdependence  between  transportation 
charges  and  railroad  wages,  because  of  the  dominating  influ- 
ence of  the  item  of  compensation  to  railroad  crapioyeca  upon 
operating  expenses,  was  largely  ignored ;  the  close  relationship 
between  the  character  of  wage  adjustments  and  working  con- 
ditions and  the  qualit>-  of  the  transportation  service  made  littk 
impression  upon  the  policies  of  the  carriers  or  upon  the  regu- 
latory activities  of  the  public  authorities ;  and  even  tlie  para- 
mount public  interest  in  the  maintenance  of  the  continuity  of 
railroad  operation  did  not  result  in  permanent  and  effective 
machinery  for  the  settlement  of  railroad  labor  disputes.    Tra> 
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necessary  to  centralize  the  capital-raising  function  in  the  Gov- 
ernment. Because  of  the  difficulties  of  mobiliring  the  national] 
man-power  for  military  purpo«4!&  without  interference  with-| 
euential  economic  activity,  and  because  the  high  wage  levt 
in  war  industries  was  breeding  discontent  among  the  ti 
portmion  workers,  it  was  deemed  urgent  to  bring  railroad  lab 
under  direct  government  control.  Entirely  apart  from  Ihel 
acknowledged  shortcomings  of  the  railroad  situation  under 
peace  condiltom,  then,  radical  reor^niiation  of  the  transport 
tation  system  was  unavoidable  because  of  the  extraordinary 
war  conditions.  The  pressure  of  the  national  emergency  ren- 
dered expi'rimentation  with  private  managmicnt  a  process  too 
»Iow  in  development  and  loo  problematical  iu  outcome  to  be 
acceptable  under  the  circumstances.  The  adoption  of  Federal 
Control  was  not  induced  by  any  inherent  defects  of  private 
ownership  and  operation. 

Nor  did  the  results  of  Federal  Control  determine  decisively 
the  relative  merits  of  public  and  private  management.  The 
outcome  of  the  policies  and  activities  of  the  Railroad  Adminis- 
tration was  very  creditable.  The  war  traffic  was  moved  suc- 
cessfully; the  restrictions  irpon  "non-essential"  carriage  were 
not  cxces^ve ;  measurable  improvement  in  operating  effidency 
was  attained,  aitd  substantial  financial  economies  realized ;  there 
was  no  flagrant  neglect  of  railroad  plant,  and  a  reasonable 
amount  of  new  capital  was  applied  to  additions  and  better-  ^ 
ments;  labor  relationships  were  adjusted  on  an  equitable  bas)S,fl 
and  the  continuity  of  (he  transportation  service  was  uniformly  ~ 
maintained;  and  tlic  financial  deficits,  though  large  in  the  ag- 
gr^ate.  did  not  reflect  unduly  high  "costs"  or  public  "loss," 
in  view  of  the  legitimate  increases  in  operating  expenses  and 
the  low  level  of  rates  and  charges.  All  of  these  results  of 
public  management,  however,  are  but  evidences  of  the  succesi 
of  Federal  Control  in  meeting  the  war  emergency ;  ihcy  posses* 
but  little  positive  significance  with  reference  to  the  desirability 
of  government  ownership  and  operation  as  permanent  railroad 
poHcy. 
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insufficientty  developed.  Iwlh  extensively  and  intensively,  to 
meet  the  war  demands.  This  inadequacy  was  due  directly  to 
impaired  railroad  credit ;  but  the  failure  of  (he  railroad  industry 
to  attract  new  capital  can  be  traced  to  both  unsound  financial 
practices  on  the  part  of  the  carriers  and  to  restrictive  rate 
policies  on  (he  part  of  the  public  authorities.  Neither  of  these 
shortcomings  were  n^-ccssarily  tmavuidable  under  a  system  of 
private  ownership  and  operation.  In  like  manner,  the  di0i- 
ctihies  encountered  in  utilizing  existing  carrying  capacity  effec- 
tively were  the  result  of  the  legal  obstacles  to  cooperation  be- 
tween the  railroads,  and  of  the  maintenance  of  multiple  cor- 
porate ownership  of  the  transportation  properties.  The  re- 
pressive inllucncc  of  the  anti-pooling  clause  of  the  Act  to 
Regulate  Commerce,  and  of  Die  anti-trust  laws  as  applied  to 
the  railroads,  had  been  widely  recognized  even  prior  to  the  war 
emergency;  and  these  restrictions  admittedly  hampered  the 
efforts  of  the  Railroads'  War  Hoard  to  effect  necessary  unifWa- 
lion  of  railroad  interests,  The  fact  of  muUiple  corporate  own- 
ership, because  it  emphasized  the  profit  motive  of  the  individual 
carrier  and  naturally  involved  exclusive  exploitation  of  facili- 
ties, presented  even  more  insurmountable  obstacles  to  the  full 
utilization  of  plant  and  equipment  through  unity  of  operation. 
But  the  policy  of  cnforce<I  competition  and  the  failure  to  stimu- 
late raih-oad  consolidations  were  merely  defects  of  the  old 
system  of  public  regulation ;  they  did  not  discredit  the  system 
of  private  management  as  such. 

Moreover,  the  unprecedented  traffic  burden  of  the  war  period 
and  the  unusual  conditions  of  both  the  nione>-  market  and  the 
labor  market  were  primarily  responsible  for  the  inadequacy  of 
the  transportation  service  immediately  preceding  Federal  Con- 
trol, liecausc  additions  to  railroad  plant  and  equipment  could 
not  be  readily  made  in  face  of  the  war  demands  upon  the  pro- 
ductive process,  complete  unification  of  existing  operating 
machinery  was  indispensable.  Because  private  financing  was 
at  a  great  disadvantage  in  competition  with  government  bor- 
rowing and  served  to  hamper  the  flotation  of  war  loans,  it  was 


legal 
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It  is  doubtful  whether  llie  tramportation  tasks  of  the  war 
period  could  have  hccn  nceomplished  without  the  imilicatioti  oi 
railroiad  plant  an<l  c(|uir>nicnt  utidcr  a  single  control.  The 
maiiitenonce  of  niulitpte  coqjorate  ownership  involves  the 
subordination  of  public  need  to  private  prolii.  This  fact  w» 
established  even  during  the  ptriod  of  private  war-time  opera- 
tion. Not  until  the  Railroad*'  War  Board,  in  spite  of  the  legal 
obstacles  to  cofiperation,  resorted  to  the  "pooling"  process, 
was  congestion  measurably  relieved  and  car  shortage  reduced 
manageable  proportions.  Under  h'edcral  Control,  llie  su 
of  the  Railroad  Admintst ration  in  the  moventcnt  of  traffic  wu 
due  primarily  to  unification  of  shop^  rtnd  terminals,  the  coai- 
tnon  use  of  Ticililies,  the  extensive  relocation  of  cars  and  toco- 
motives,  the  control  of  traffic  through  priorities,  permits,  and 
einbar:goes,  and  the  prevention  of  free  routii^  of  freiglil.  Tht 
traffic  problems  of  the  war  period  were  distinctive  only  because 
of  their  extent  and  ui^:cncy.  Congestion  and  car  shortage  were 
not  new  phenomena,  and  arc  likely  to  recur  in  every  period  of 
industrial  activity.  While  new  lines,  extra  trackage,  and  addi- 
tional facilities  are  necessary,  tlie  initial  (ask  is  to  secure 
full  and  as  (tcxibic  a  utilization  as  possible  of  existing  carryi: 
capacity.  Such  an  objective  involves  not  merely  the  reversal 
of  the  traditional  policy  of  enforced  competition,  but  the  con- 
structive development  of  railroad  consolidation,  and  the  public 
requirement,  especially  in  periods  of  great  traffic  need,  of  free 
cooperation  in  tlic  use  of  transportation  plant  and  equipment 

The  adjustment  of  labor  rc'latio4)sl)i[>s  under  Federal  Con- 
trol provided  the  first  significant  experience  with  this  essential 
aspect  of  sound  railroad  policy.  Tlie  labor  difficulties  of  tlie 
private  managements  during  the  early  period  of  American  par- 
ticipation in  the  war,  .is  in  the  frequently  troublous  diiys  of  llK 
preceding  decade,  were  due  to  the  public  neglect  of  the  labor 
interest  in  the  regulative  process.  Authority  over  rates  had 
been  exercised  without  jurisdiction  over  wages,  and  no  per- 
manent machinery  was  avaibble  for  the  peaceable  adjustmcni 
of  labor  disputes.    The  policy  of  the  Railroad  Administration 
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constituted  a  complete  departure  from  tliis  anilude.  Wages 
were  fixed  by  public  authority  on  an  equitable  basis :  working 
conditions  were  so  regulated  as  to  safeguard  the  legitimate  in* 
terests  o(  railroad  labor;  adjuiitmcnt  boards  were  established 
for  the  settlement  of  controversies.  The  agencies  through 
which  labor  policy  was  formiilated  and  enforced  were  i>erma- 
ncnt  and  expert.  The  railroad  employees  were  allowed  repre- 
sentation in  the  determination  of  their  status  in  the  transporta- 
tion industry-,  and  their  aims  and  aspirations  were  accorded 
reasonable  recognition.  'I'hrough  this  policy,  the  continuity 
of  the  service  was  maintained,  and  the  cooperation  of  the 
workers  secured.  The  need  of  such  uninterrupted  -icrvicc  and 
labor  cooperation  is  continuous.  The  experience  of  Federal 
Control  provided  an  instructive  basis  for  the  development  of 
permanent  public  policy  toward  labor  relationships. 

§J.     Thf  Leading  Proposals  for  the  Sehlmunt 

The  war  experience  with  the  management  and  control  of  the 
railroads  created  the  immediate  occasion  for  the  enactment  of 
new  legislation,  and  exerted  a  large  influaicc  upon  the  char- 
acter of  the  settlement.  But  as  early  as  December  7,  1915, 
President  Wilson,  in  his  me^^agc  to  Congress,  called  attention 
to  the  "serious  and  pressing"  condition  of  the  railroad  problem, 
and  recommended  "a  commi-ssion  of  inquiry  to  ascertain  by  a 
tltorough  canvass  of  tlie  whole  question  whether  our  laws  as  at 
present  framed  and  administered  arc  as  serviceable  as  they 
might  be  in  the  sohilion  of  the  problem";  and  in  response  to 
this  recommendation  the  Newlands  Committee  was  created  by 
Congressional  resolution  of  July  20,  191G — a  joint  subcom- 
mittee of  the  Senate  Committee  on  Interstate  Commerce  and 
the  House  Committee  on  Interstate  and  Foreign  Commerce. 
Hearings  were  held  before  the  Newlands  Committee  from  No- 
vember 20,  1916,  to  December  19,  Hji/.  The  problems  of  war- 
time railroad  operation  temporarily  diverted  attention  from  the 
formulation  of  permanent  policy,  but  soon  after  the  signing 
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of  the  armistice  tlw  question  of  [klcrniiRin;  the  slattts  of  the 
railroads  subsequent  to  the  Federal  Control  period  became  a 
matter  of  inimc<Iiatc  concern.  On  December  II.  1918,  Direc- 
tor-General McAdoo  made  his  proposal  for  the  extension  of 
the  tenure  of  government  operntion  for  five  years.  The  wide 
disapproval  which  this  suggestion  evoked  led  to  ihc  emergence 
of  numerous  plans  for  (he  solution  of  the  railroad  problem, 
most  of  which  were  presented  to  the  Senate  Commitlce  on 
Interstate  Commerce,  The  Senate  Committee  hearings  b<^an 
January  3,  I<)i9,  and  its  del  iterations  wfre  continued  almost 
without  interruption  (ill  October  23,  19191.  At  these  hearings 
almost  every  conceivable  interest  was  represented,  Memberi 
of  the  Interstate  Commerce  Commission  and  of  the  state  rail- 
road commissions,  officials  of  the  United  Stales  Railroad  Ad- 
ministration, railroad  executives  and  operating  officials,  battk- 
ers  and  economiils,  representatives  of  security  holders,  ship- 
pers, tndlic  BssodatkiDS,  chambers  of  commerce,  and  labor 
organi;>a(iom  all  presented  their  views  to  the  Committee,  In 
addition,  the  proceedings  of  the  Newlands  Committee  were 
made  part  of  the  record  of  the  Senate  Committee;  and  the 
House  hearings,  opened  July  15.  1919,  supplemcirted  the  more 
important  Senate  hearings. 

In  view  of  our  extended  discussion  of  the  essentials  of  recon- 
structive policy  in  earlier  chapters,  it  will  be  unnecessary  to 
present  even  an  outline  of  all  of  the  numerous  plans  that  were 
submitted.  We  shall  confine  ourselves  to  the  more  significant 
proposals — explaining,  first,  the  plan  of  the  Railroad  Admin- 
istration for  an  extension  of  Federal  Control;  second,  the 
proposal  of  the  Brotherhoods  for  the  adoption  of  government 
ownership  through  the  Plumb  Plan :  and  third,  th«  plans  of  the 
Interstate  Commerce  Comnii>ston,  the  railroad  executive*,  and 
the  owners  of  railroad  securities  for  the  modification  of  Ihc 
regulatory  system  under  private  management. 


I 


I 


The  original  suggestion  of  Director-Gcitcral  McAdoo  for  an 
extension  of  Federal  Control  to  January  I,  1934.  was  dab- 
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orated  in  his  testimony  before  the  Senate  Committee,  and  also 
received  the  support  of  his  successor,  Director-General  Hines. 
The  extension  was  advocated  as  a  transitional  measure,  in 
order  that  the  permanent  solution  might  be  rendered  more 
sound  and  effective.  In  the  words  of  Mr.  Mcf\doo,  as  ad- 
dressed to  the  chairmen  of  the  Congressional  committees  on 
December  11,  1918:  "This  extension  would  take  the  railroad 
question  out  of  politics  for  a  reasonable  period.  It  would  j^ve 
composure  to  railroad  officers  and  employees.  It  would  admit 
the  preparation  and  carrying  out  of  a  comprehensive  program 
of  improvemcnis  of  the  railways  and  ihcir  terminal  facilities, 
which  would  immensely  increase  the  efficiency  of  the  transpor- 
tation machine.  It  would  put  back  of  the  railroads  the  credit 
of  the  United  States  during  the  five-year  period,  so  that  the 
finaiKing  of  these  improvements  could  be  successfully  carried 
oot.  ll  would  offer  the  necessary  opportunity  under  proper 
conditions  to  test  the  value  of  unified  control  and  tltc  experience 
thus  gained  would  of  itself  indicate  the  permanent  solution  of 
ihe  railway  problem."  In  his  subsequent  testimony  before  the 
Senate  Committee  these  considerations  were  repeated,  and  in 
addition  he  argued  that  an  extension  of  government  tenure  was 
necessary,  in  order  that  the  permanent  adjustment  might  have 
as  a  basis  the  results  of  the  valuation  of  railroad  properties 
then  in  process  of  determination  by  the  Interstate  Commerce 
Commission ;  in  order  that  more  time  might  be  available  for 
the  coordination  of  railroad  policy  with  the  Government's  policy 
toward  the  development  of  a  merchant  marine;  in  order  that 
greater  cooperation  might  be  secured  in  the  public  management 
of  the  roads  pending  their  restoration  to  private  control ;  and  in 
order  that  Congress  might  have  "a  reliable  view  of  the  econo* 
mies  which  actually  rise  out  of  unified  operation"  and  not  adopt 
"a  permanent  solution  in  ignorance  of  one  of  the  most  impor- 
tant factors  to  be  considered."  '  Dircaor-Gencral  Hines  later 
supported  the  program  of  extension  on  similar  grounds,  de- 

'  Statcnienl    and    crou-cxaminittian    of    Director-General    McAiloo^ 
SeiMtc  I-Jcartnifi,  p{>.  4-217. 
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v«loping  more  futly  the  answers  of  the  Railroad  AdmtnUtration 
to  objections  that  hail  been  raised  in  the  interim.  The  operat- 
ing tasks  of  the  Railroad  Administration  would  be  rendered 
very  difficult,  in  tlic  absence  of  an  cxtcn»on  of  tenure,  tie 
argued,  because  of  lack  of  cooperaiion  (arising  out  of  the  un- 
rest of  oGBccrs  and  employees  and  the  reaction  of  the  pi 
from  the  strain  of  war)  ;  because  the  proponents  of  new  pb: 
would  seek  to  discredit  the  accompttshments  of  the  Fedcr; 
Control  period ;  because  it  would  be  virtually  imi>ossiblc  to 
secure  the  consent  of  Ihe  carriers  to  capital  expenditures  for 
improvements;  and  because  llw  railroad  problem  would  be  m 
process  of  solution  In  the  heat  of  the  next  prebidential  cam- 
paign. He  denied,  however,  tliat  administrative  and  financial 
chaos  would  follow  the  imntc<liute  restoration  of  private  man- 
agemenj,  insisting  that  the  purpose  of  extending  govemnKnt 
tenure  was  to  bring  about  a  more  satisfactory  permanent  solu- 
tion, rather  than  merely  to  avert  temponiry  deinoralieatkm. 
Like  Director-General  McA<loo,  therefore,  he  urged  Ihe  im- 
mediate return  of  the  roads  to  their  private  owners  as 
alternative  to  the  five-year  extension.* 


*Statcfnciit  snd  croH-fKaminalion  of  Director -rtrnrra I  Hints.  Sen- 
ate Il«arinKv,  pp.  853-984-  Mr.  Htiiet  nlto  in«ik  t«iiUtive  iUKf{Msric(il 
for  the  pcnnaniint  aJjuitmciit  o(  railrMd  rtUiionbhips.  lie  ailvocalol 
tlie  restoration  of  private  management  ut  the  end  of  the  firr-ya.t 
period,  and  his  reooa»ncmlmion>i  wctc  laruely  by  way  of  criticiam  of 
the  vkriuut  proposals  Ibit  h^il  already  hccn  siibiniitcd.  Hr  aripicd 
that  no  pcrm.inent  and  »tiifaciory  solution  can  be  accoinplixbed  a« 
lonf  ai  we  )ia\e  litv  "numerous  cxisling  railway  coTpDrationi  wiih 
their  widely  varying  Rnaiieia]  itrocturet" :  as  lung  as  strong  and  weak 
n»d>  continue  to  bid  for  coinpeiitivc  trafTK,  and  the  prosperous  ami- 
panies  receive  the  rnlire  bcncfu  oj  their  excess  caininn:  and  as  long 
as  the  various  schemes  (or  compulsory  piiuliii^,'  ana  unilicatioii  of 
tenninals  fall  short  of  actual  corporate  mcrffcr  and  sie  thus  made 
dependent  upon  the  financial  inlcretti  of  the  companicc  involved, 
Accordingly,  he  concludcl  that  a  peinuneni  soluiiiMi  can  be  accom- 
plidied  "throunh  the  creation  of  a  comparatively  frw  railroad  con>- 
panief,  which  will  have  cafiiialiaition  euual  only  to  the  real  value  of 
the  piinierly.  uikI  which  will  hat-c  a  moocraie  xiiaraiiltTii  iciurn,  with 
llie  right  to  paiticiiiaic  moclcrately  in  any  additional  pfolits."  (p.  goj^' 
In  ctoM -examination  hi*  sugBCslious  were  somewhat  more  concrei 
He  advocated  a  sytlcm  of  regional  railroad  compaoie«,  from  *ix  I 
twelve  in  numt>er;  public  coairol  by  the  Intcrttate  Caouucrce 
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The  proposal  of  the  railroad  Broiherhoods  contemplated 
a  pennancnt  solution  of  the  railroad  pryblcm,  rather  than  a 
mere  transitioinal  measure,  and  was  distinguished  also  by  the 
fact  that  it  was  the  only  significant  plan  involving  tlic  substitu- 
tion of  government  ownership  for  coriJoratc  ownership  of  the 
railroad  properties.  Because  the  profiosal  of  the  Brothertioods 
was  formulated  and  ably  supported  by  their  general  counsel, 
Mr.  Glenn  E.  Plumb,  it  has  come  to  be  known  as  the  Plumb 
Plan.  Its  advocates  stressed  the  principles  which  the  plan 
represented,  rather  than  the  specific  details  of  the  Sims  bill, 
into  which  it  was  incorporated. 

According  to  ttie  Plumb  Plan  the  American  railroad  prop- 
erties were  to  l>c  purchased  by  the  Government,  at  a  valuation 
to  be  determined,  subject  to  review  by  the  federal  courts,  by  a 
board  of  appniiM;iiieni,  and  to  be  paid  for  by  an  issue  of  United 
States  bonds.  From  the  standpoint  of  capital  investment, 
therefore,  government  ownership  was  to  replace  private  owner- 
ship. In  order  to  promote  efficiency,  however,  and  "to  prevent 
carelessness  in  regard  to  expenditures,  which  frequently,  almost 
habitually,  accompanies  Government  operation,"  a  national  rail- 
ways operating  corporation  was  to  be  created  to  administer 
and  operate  under  a  lease  aKrccmcnt  the  railroads  so  acquired 
by  the  Govcmmenl.  Ostensibly,  therefore,  public  ownership 
was  to  be  accompanied  by  private  operation,  llie  capital  slock 
of  Uiis  corporation  was  to  be  "held  in  trust  for  the  benefit 

■nlsiioti  and  by  a  i^raup  of  rcKloiial  commissions  eqoal  in  number  to  the 
regional  companin.  ihc  jurisdiction  of  the  stale  tc^uUtory  bodin  to  be 
Uniiled  to  tocal  inaiKrs  mil  ihcir  fuidiiiKs  to  be  utilitcd  by  the  rrffiocuil 
commission*  in  a  L-uiiprrative  spirit ;  federal  incorpucation  4nil  fOT- 
ernitMiil  representation  (In  il>c  extent  of  uii«  third)  on  the  ilircciorates 
of  the  ref|M)nal  companies ;  tlic  cccaiian  of  bi-puniian  liu;irdi  for  tlie 
coDsiikraiion  of  bfior  controvciwcs;  exclusive  national  control  of 
Mcurity  issu«i.  buildinK  proKrams  (with  power  to  rc<iuire  extenaions 
into  new  terrilorjr),  and  rates;  a  govcminent  guaranty  of  a  fixed  fair 
rcMim  (Ml  the  cap^tutixation  of  the  railroads,  with  an  uupuriuntty  to 
share  ntoderalcly  in  excess  profits,  tlie  goTcnimcnt  and  labor  lo  par- 
lieiaale  in  the  distribution  of  earnings  in  excess  ol  the  amouiils  so 
■^ed. 
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of  the  vmployees" ;  but  the  company  was  to  have  no  patd-io 
capital— being  "an  operating  corporalion  where  operating  abil- 
ity would  consiitute  its  sole  capital."  As  a  rental  for  the 
properties  turned  over  to  it,  the  corporation  was  to  pay  to  tbt 
Government  from  its  operating  income,  after  all  expenses  of 
operation  had  been  met  and  due  provision  had  been  made  for 
maintenance,  a  sum  equal  to  the  fixed  charges  on  the  bonded 
indebtedness  created  by  the  United  Stales  in  the  aaiuisilion  of 
the  properties,  togetlter  with  a  reasonable  sinkin);  fund  contri- 
bution for  the  retirement  of  the  bonds.  All  net  revenues  then 
remaining  were  to  be  divided  equally  between  the  Government 
and  ihe  operating  coq)or3tion.  The  Government's  share  of 
these  earnings  was  to  be  used  for  additions  and  betterments,  OTJ 
for  the  further  accumulation  of  the  sinking  fund:  the  corpora 
lion's  share  was  to  "constitute  a  trust  fund  to  be  declared  as  a! 
dividend  upon  the  amounts  paid  to  the  labor  which  it  employs, 
every  employee,  from  president  to  office  boy.  receiving  that 
proportion  of  the  trust  fund  which  his  annual  wage  bore  to 
the  total  annual  compensation  of  all  employees."  *  (la 
legislative  formulation  of  the  Plumb  Plan  it  was  provided  t 
the  dividend  of  the  appointed  employees  was  to  be  adjusted 
twice  the  rate  of  the  ctassiBed  employees.) 

The  corporation  was  to  be  administered  and  the  roads  oper- 
ated by  a  board  of  fifteen  directors,  five  to  be  appointed  by  the 
President  of  the  United  States,  five  to  be  chosen  by  the  ap- 
pointed officers  and  employees,  and  five  to  be  elected  by  the 
operating  force — ^Ihal  is,  by  the  classified  employees  below  the 
grade  of  appointed  officLils.  This  board  was  to  exercise  the 
power  to  appoint  all  major  officials,  to  cla.i5ify  employees  snd 
prescribe  conditions  of  employment,  and  control  tlic  operating 
activities  of  the  roads.  Labor  controversies  were  to  be  settled 
by  a  central  wage  board  and  subsidiary  adjustment  boards, 
each  consisting  of  an  equal  number  of  representatives  of  the 
appointed   and  classified  employees,  the  decisions  of   thcx 

'SenUe  Hearlngi,  p.  gga 
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boards  to  be  final.  exc€j>t  in  case  of  deadlock,  when  the  dispute 
was  to  be  decided  by  the  board  of  directors.  The  Interstate 
Commerce  Commission  was  to  lie  retained  with  its  traditional 
powers,  and  was  to  be  dollied  with  such  further  authority  as 
might  be  deemed  proper  in  order  "to  secure  full  regulation, 
adequate  and  efficient  service,  ample  and  complete  equipment." 

Railroad  extensions,  under  this  plan,  were  to  be  made  cither 
through  new  capital  funds  provided  by  the  Govemni«nt  (as 
far  as  possible  out  of  its  share  of  excess  earnings),  or  through 
taxation  of  the  community  primarily  benefited  by  tlte  proposed 
extension,  or  through  resort  to  both  of  these  sources.  The 
building  of  new  lines  deemed  necessary  in  the  public  interest, 
and  of  no  special  benefit  to  the  locality  involved,  might  be  re- 
quired by  the  Interstate  Commerce  Commission,  and  was  to  be 
paid  for  entirely  with  Government  funds;  but  where  exten- 
sions, applied  for  by  a  given  territory,  arc  deemed  mutually 
bcne5cial  to  the  general  welfare  and  to  the  given  locality,  the 
building  of  the  extension  was  to  be  discretionary,  and  the  rela- 
tive advantage  to  the  public  and  the  local  community  was  to 
constitute  the  basis  for  the  division  of  expenditure  between 
government  funds  and  taxation;  and  where  the  community 
was  willing  to  pay  the  entire  cost  of  the  extension  the  con- 
struction of  the  new  hne  was  to  be  made  obligatory  upon  the 
operating  corporation. 

Provision  was  also  made  "for  an  automatic  reduction  in 
rates."  When  the  Government's  share  of  excess  earnings  in  a 
given  year  exceeds  5  per  cent,  of  the  gross  operating  revenue, 
rates  were  to  be  reduced  by  the  Interstate  Commerce  Commis- 
.<vion  to  such  extent  as  to  absorb  this  excess,  resulting  in  a  5  per 
cent,  reduction  in  the  general  rate  level.  "This  would  act  as 
an  automatic  check  on  the  profits  accruing  to  labor,"  testified 
Mr.  Flumb,  "an  automatic  check  on  operating  income  in  excess 
of  the  requirements  of  operation,  and  would  develop  a  constant 
tendency  ...  to  a  reduction  in  tlic  cost  of  operation."  * 


*Senate  Hearings,  pp.  looi-iom. 
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Tlie  advocates  of  lh«  Pluuib  Flan  pointed  to  numerous  ad- 
vantaf^s  that  would  How  from  its  adoption.  It  would  lower 
the  cost  of  financing  the  roads.  Because  the  seoirily  of  gov- 
ernment boncb  is  so  much  superior  to  that  offered  by  private 
corporations,  the  Govcnimcnt,  ar§fucd  Mr.  Plumb,  "can  finance 
its  undertakings  on  a  rale  of  return  anywhere  from  25  to  50 
per  cent,  below  the  rate  demanded  by  investors  when  the  same 
undertaking  is  financed  by  private  corporations,"  '  With  spec- 
ulative risks  eliminated,  railroad  securities  would  become 
stable.  The  road.4  wouki  be  removed  from  partizan  political 
activity.  The  holders  of  the  Government  bonds,  with  their 
rate  of  return  fixed,  could  secure  no  benefit  from  political 
action;  and  no  political  Iwdy  would  "be  subjected  to  ihe  solici- 
tations of  either  labor  or  capital"  witli  reference  to  the  opera- 
tion of  the  roads,  since  no  government  officials  as  such  would 
excrl  any  influence  upon  Ihe  employment  of  men  or  (he  con- 
struction of  new  lines.  The  sharing  of  profits  by  the  employees 
would  improve  Ihe  morale  of  bbor  and  increase  operating 
efficiency.  The  centralization  of  ownership  in  the  Federal 
Government  an<i  the  administration  of  all  the  railroad  prop- 
erties by  a  single  national  corporation  would  eliminate  practi- 
cally all  conflict  between  the  nation  and  the  states  in  the  regula- 
tion of  Ihe  carriers.  Rates  would  be  reduced  to  a  minimum 
and  the  transportation  service  rendered  at  cost:  and  communi- 
ties benefiting  by  extensions  would  p-iy  an  equitable  share  of 
the  cost  of  their  construction.  The  advantages  of  private  initi- 
ative would  thereby  be  retained  and  the  public  interest  woukl 
be  constructively  advanced.  "Such  a  scheme  of  operation 
would  render  to  the  public  all  of  the  benefits  of  unified  opera- 
tion ,  ,  .  permitting  the  using  of  all  lerminats,  buildings,  cars, 
and  ctiuipmcnt  most  economically,  the  routing  of  traffic  to 
ports  best  able  to  handle  it — every  economy  which  can  possibly 
result  from  the  unified  handling  of  the  means  of  transportation 
by  one  autliority.    It  would  eliminate  all  the  costs  of 
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tion.  without  losing  any  of  the  bene^ts  of  competition, 
would  -Mimulaic  economy,  efficiency,  and  good  service."  • 


It 


The  proponents  of  the  Plumb  Plan  advocated  a  complete 
break  with  the  pa»t,  the  adoption  of  an  entirely  new  :systcm  of 
railroad  ownership  and  operation ;  the  recommendations  of  the 
Interstate  Commerce  Commission,  on  the  other  liand,  were 
restrained  and  conservative,  being  designed  to  repair  rather 
than  replace  the  existing  regulative  structure.  The  Commis- 
sion declared  its  conviction  "that  with  the  adoption  of  appro- 
priate provision.^  and  safeguards  for  regulation  under  private 
ownership  it  would  not  be  wise  or  best  at  this  time  (its  memo- 
randum was  submitled  to  the  Senate  Committee  January  7, 
1919)  to  assume  Government  ownership  or  operation  of  the 
railroads  of  the  countrj'."  But  it  expressly  recognized  the 
futility  of  restoring  private  management  without  "a  broadened, 
extended,  and  amplified  governmental  regulation."  wisely  and 
intelligently  enforced,  and  its  recommeiwlations  were  intended 
10  modify  the  old  system  of  regulation  toward  this  end.  These 
recommendations  were  cast  in  tlic  form  of  general  suggestions 
rather  than  specific  proposals;  unlike  the  Plumb  Plan,  or  the 
plans  of  the  railroad  executives  and  the  owners  of  railroad 
securities  subsequently  lo  be  explained,  the  memorandum  of 
the  Interstalc  Commerce  Comtnission  was  not  presented  in  the 
form  of  possible  sections  of  a  future  bill. 

The  Commission  presented  two  groups  of  recommendations: 
the  first  group  it  deemed  necessary  and  applicable  whatever  line 
of  policy  might  be  determined  upon  with  regard  to  the  future 
of  the  railroads :  the  second  group  it  considered  especially  ap- 
propriate "in  the  event  of  a  contimiance  of  the  policy  of 
private  ownership  and  operation  under  governmental  regula- 
tion." Since  these  recommendations  merely  su^esled  items 
that  should  receive  legislative  consideration,  and  since  they  deal 
with  matters  which  have  been  discussed  previously  in  some 


•  Senate  Hearing),  p.  goO- 
of  Mr.  Plumb,  pp.  965-1027. 


Complete  iitaicmcnt  and  cTO»»-«xanunaiion 
See  alio  H.  R.  8157  (the  Sims  bill). 
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detail,  they  may  be  stated,  without  elaboration,  in  the  form  of 
proi>09itions,  as  submitted  by  the  Commission,  The  first  group, 
to  constitute  an  integral  part  of  any  railroad  plan,  comprised 
the  following  suggestions:  (i)  "The  prompt  merger,  witlioul 
friction,  of  all  the  carriers'  Unes,  facihties,  and  organixatiooi  _ 
into  a  continental  and  unified  system  in  time  of  stress  or  emcr-  I 
gency."  (2)  "Merger  wilhin  proper  limits  of  the  carriers' 
lines  aiid  facilities  in  sudi  parts  and  to  .luch  extent  as  may  be 
necessary  in  the  general  public  interest  to  meet  the  reasonable 
demands  of  our  domeMic  and  foreign  commerce."  (3)  "Limi- 
tation of  railway  construction  to  the  necessities  and  convenience 
of  the  Government  and  of  the  public  and  assuring  construction 
to  the  point  of  these  liniiLitions."  (4)  "Development  and  en- 
couragement of  inland  waterways  and  coordination  of  rail  and 
water  transportation  systems."  The  second  group,  especially 
applicable  lo  the  system  of  private  management  and  public 
regulation,  comprised  the  following  suggestions :  ( i )  "Revision 
of  limitations  upon  united  or  cooperative  activities  among  com- 
Dion  carriers  by  rail  and  by  water."  (2)  "Emancipation  of 
railway  operation  from  financial  dictation."  (3)  "Regulation 
of  security  issues"  by  the  Federal  GovemmcnL  (4)  "Establish- 
ment of  a  relationship  between  Federal  and  State  authorities 
which  will  eliminate  the  twilight  zone  of  jurisdiction  and  under 
which  a  harmoniou.<i  rate  structure  and  adequate  service  can  be 
secured,  stale  and  interstate."  (5)  "Restrictions  governing  the 
treatment  of  competitive  as  compared  widi  noncompetitive 
traflfic."  (6)  "The  most  efficient  udlization  of  equipment  and 
provision  for  distributing  the  burden  of  furnishing  equipment 
on  an  cqu'table  basis  among  (be  respective  carriers."  (7)  "A 
more  liberal  use  of  terminal  facilities  in  the  interest  of  proper 
movement  of  commerce."  (8)  "Limitations  within  which  com- 
mon-carrier facilities  and  services  may  be  furnished  by  shippers 
or  receivers  of  freight."* 


'The  laemoranduin  of  the   InlerMatc  Commcfce  Comrni&sion  wx 
presented  to  the  Senate  Cominiltee  by  Commisttooer  Edgar  E,  Clark 
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Perhaps  the  most  vigorously  supported  of  the  many  plans 
involving  the  restoration  of  private  management  that  were 
submitted  to  the  Senate  Committee  was  that  of  ihe  Association 
of  Railway  Executives.  This  plan  reprcsenltd  the  w-ws  of 
practicall)'  all  the  railroads  in  the  United  States,  the  Associa- 
tion being  "composed  of  about  92  per  cent,  of  the  trackage 
of  the  country."  It  was  prcscntc<i  by  Mr.  Thomas  DeWitt 
Cuyler,  Presidait  of  the  Association,  in  the  form  of  "prin- 
ciples which  should  be  incorporated  in  a  plan  providing  for 
government  regulation  of  carriers  engaged  in  interstate  com- 
merce." There  also  appeared  before  the  Senate  Committee 
on  behalf  of  thi.*  plan.  Mr.  Alfred  P.  Thorn.  General  Counsel 
of  tlw  Association,  Mr.  Julius  Knittschnitt  of  the  Soulhcm 
Pacific  Company,  and  Mr.  Daniel  Willurd  of  the  Baltimore 
and  Ohio;  and  statements  by  Mr.  Howard  Elliott  of  the 

it  reprrMtiled  the  viewf  of  the  entire  membcTiihip  of  the  Commiisioti, 
with  the  exception  of  Commissioner  Robert  W.  Woolley.  Mr.  Woolley 
•tibrnitted  a  >«iuitatr  mcmorniKlum,  which  wax  largely  devoleil  to  an 
upbnalion  of  the  reasons  which  ted  him  lu  favor  the  extccmon  of 
Federal  Control,  as  recommended  by  Director- General  McAdoo.  In 
■ddilion,  however,  he  su)^Keited  the  fuHowinK  two  further  recont' 
mendaiions,  if  the  roads  were  to  be  restored  to  tlieir  private  owners: 
(1)  "With  power  to  lujiervixc  the  i»uancc  of  railroad  lecuritie*.  to 
pretciibe  service  regulalions.  and  to  fix  Ihe  miiiinium  as  well  as  the 
maximum  transportation  rates  vetted  in  the  Interstate  Cotnroerce 
Cotnmisaion.  Ihe  commtixion  i-hould  al>o  be  made  the  tribunal  to  which 
carriers  and  employee*,  orffanited  and  iinori-anited,  would  appeal  for 
adjuflment  of  any  dilTereiiccii  nriMOg  between  them;  also^  it  (hould 
have  authority  to  inv<-.tiKate  from  lime  lo  time  the  living  canditions 
of  railroad  workers,  to  insure  regularity  of  employment,  and  to  fix 
a  minimum  wage."  (x)  "The  carriers  should  be  required  to  set  aside 
fixed  portions  of  their  gross  annual  incomes  for  depreciation,  tlie  per- 
centage to  be  determined  tn  each  C8(e  by  the  Interstate  Commerce 
CommisHon."  Commissioner  Clark  explained  that  the  majority  mem- 
oranduni  excluded  (he  malt?r  of  labur  rcUlion^hipt  because  it  was 
the  established  policy  of  Congrets  (as  under  ibe  lirdman  and  New- 
lands  acts)  (o  entrust  llicie  reiponsibiiitics  to  ollwr  agcni.'icF ;  and  that 
it  made  no  mention  of  the  m.-itter  of  depreciation  because  no  further 
anthoritjr  was  necessary.  Complete  statement  and  crus)>examinalion 
of  Commissioner  Clark,  including  Mr.  Wnolley's  memorandum  as  weD 
as  the  memorandum  of  the  Commiiiion,  Senate  Hcirinijs,  pp.  aji-aSs, 
3M-S77-  Statement  and  ctoss-examinaiion  of  Commisjioner  Woolley, 
pp.  379-43a 
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Northern  Pitcific  and  Mr.  Samuel  Rea  of  the  Pennsylvania 
Railroad  were  read  into  the  record.' 

The  propo<.aJs  of  the  railway  executives  were  based  on  the 
initial  premise  that  "private  ownership,  management,  and 
operation  of  the  American  railways  should  as  a  matter  of 
national  policy  be  continued."  Tlie  dijiinctive  features  of  the 
plan  were  centered  in  recommendations  for  radical  change  in 
the  machinery  of  public  control;  the  substantive  items  of 
program  were  directed  to  the  elimination  of  well-recogni 
diHiculties  and  were  in  reasonable  conformity  with  many 
the  suggestions  for  reform  that  had  received  wide  acceptani 

With  regard  to  machinery  of  control,  th«  essential  pravi 
sions  of  the  pbin  may  be  suniinariKd  briefly.  The  power  to 
regulate  the  instrumental  rlics  of  interstate  commerce,  and  espe- 
cially as  to  railroad  rates,  both  state  and  interstate,  should 
be  vested  exclusively  in  the  national  government,  under  a 
system  of  compulsory  federal  incorporation.  'ITic  powers  of 
the  state  commissions  should  be  continued,  except  in  so  far 
as  they  interfere  with  the  accomplishment  of  this  purpose. 
The  Interstate  Commerce  Conmitssion  should  be  relieved  of 
its  executive  and  administrative  functions  (except  as  to  ac- 
counting and  valuation),  and  stwuld  act  merely  as  a  quasi- 
Judicial  lx)dy  (or  the  adjudication  of  controversies  concern- 
ing the  reasonableness  and  adequacy  of  rates  and  for  the  pre- 
vention of  discriminations.  In  order  "that  matters  within 
its  jurisdiction  may  be  dealt  with  more  promptly  and  more 
satisfactorily  and  with  a  fuller  appreciation  of  all  the  circum- 
stances and  local  conditions,"  the  Interstate  Commerce  Com- 
mission should  divide  the  country  into  such  nimiber  of  regions 
as  it  might  deem  desirable,  over  each  of  which  a  regional 
commission  should  be  appointed  by  the  President.  The: 
regional  commissions,  consisting  of  one  member  from  each 


'Complete  statement  anil  crMs-examiiialion  of  Mr,  Cuyler,  SctuiIi 
Hcaringt.  pp.  30i-337'-  of  Mr.  Tliom,  pp.  4JO-U71  of  Mr.  KniltKlinitiH 
pp.  55S-*OS;  of  Mr.  WilUrcl.  pp.  1301-1252.  Statcmem  of  Mr.  EUmiI. 
pp.  igiyi36a;  and  o(  Mr.  Rca,  pp.  I3ti-t3i& 
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of  the  states  embraced  in  the  respective  r^ons,  should  excr- 
cUc  authority  similar  to  that  of  the  central  Commission,  serv- 
ing as  boards  of  primary  jumdiction.  In  nddilion,  a  Depart- 
ment of  Transportation  was  to  be  created,  the  head  of  which 
was  to  be  a  member  of  the  President's  cabinet  as  Secretary 
of  Transportation.  The  execulive  and  administrative  func- 
tions of  the  Interstate  Comroeree  Commission  were  to  be  trans- 
ferred to  the  Secretary  of  Transportation,  and  he  was  to  ex- 
ercise broad  powers  of  control  over  the  activities  of  the 
carriers. 

The  chief  substantive  proposals  of  the  railway  executives  may 
likewise  be  stated  briefly.  In  order  to  stimulate  a  greater  de- 
gree of  operating  unity,  it  was  stipulated  that  "the  system  of 
incorporation  should  provide  a  means  of  consolidation  and 
merger  for  existing  corporations  engaged  in  interstate  or 
foreign  commerce,  with  the  ncccssarj'  power  of  condemnation, 
provided  the  secretary  of  transportation  finds  that  such  con- 
solidation or  merger  is  not  contrary  to  the  public  interest  and 
approves  the  same."  •  Toward  this  same  end,  the  construc- 
tion of  new  or  branch  lines  of  railroad  or  of  large  and  ex- 
pensive terminals  was  to  be  prohibited  without  a  certificate 
of  convenience  and  necessity  from  the  Secretary  of  Trans- 
portation. In  addition  the  Secretary  was  to  be  authorised, 
in  case  of  need,  to  distribute  traffic  over  such  lines  and  routes 
as  will  relieve  congestion,  to  compel  ihe  joint  use  of  terminals, 
to  require  the  carriers  to  distribute  their  cars,  and  to  unify 
the  entire  transportation  system  into  a  single  operating  ma- 
chine in  times  of  national  crisis.  In  order  that  all  these  means 
of  unification,  throtigh  actual  merger  or  informal  cooperation, 
might  be  rendered  effective,  it  was  provided  that  existing 
laws  should  be  so  modified  as  to  authorize,  upon  approval 
of  the  Secretary  of  Transportation,  intercorporate  stockholding 
and  consolidations,  agreentcnts  as  to  rates  and  practices,  the 
pooling  of  transportation  facilities,  and  "the  division  of  earn- 

'Senate  Ueartnss,  p.  312. 
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ings  ill  coiinedion  with  tlic  climinxlion  of  unnecessary  train 
service." 

Rates  were  to  be  iniliateil  by  the  carriers,  filed  with  the 
InltTstatc  Commerce  Commission,  the  Secretary  of  Transpoi* 
latioii,  and  the  state  commissions  intcrestnl,  an<l  were  to  be> 
come  effective  within  30  days,  unless  suspended  by  the  Sco- 
rciar)-  of  Traiisporlalioii.  for  a  period  not  exceeding  60  day*, 
and  referred  to  the  Interstate  Commerce  Conmiission  "for 
consideration  and  determination."  Whether  approved  or  dis- 
approved by  tlie  Secretary,  such  rates  might,  upon  complainti 
be  brought  before  the  Conimi&&ion  for  determination  of  thdi 
reasonableness  and  adequacy.  The  Commission,  however,  wai 
to  be  subject  to  a  statutory  rule  of  rale-making,  which  "should 
require  that  rates  be  not  only  what  tias  been  called  reasonably 
but  adequate  and  sufficient  to  enable  the  carriers  to  providi 
safe,  adequate,  and  sufficient  service,  to  protect  existing 
vestment,  and  to  attract  the  new  capital  necessary  in  the  pub- 
lic interest,  and,  to  that  end,  the  statute  should,  among  other 
things,  specifically  provide  that  the  level  of  rates  must  properly 
reflect  the  cost  of  wages  and  all  other  expenses  incident  to  the 
furnishing  of  transportation." "  The  Commission  was  to 
have  authority  "to  prescribe  minimum  as  well  as.  maximii 
rates  and  to  determine  the  relation  of  rates  and  differentials 
and  carriers  were  to  be  given  the  right  to  file  complaint  again 
the  rates  of  other  carriers  "in  tJte  same  nuimier  and  to  the 
same  extent  as  a  shipper  might  do."  Exclusive  control  over 
security  issues  was  to  be  vested  in  the  federal  government. 

The  recommend  .it  ions  of  the  railway  executives  as  to  tab 
relationships  may  be  slated  compactly  in  the  words  of  tl 
statement  as  submitted  by  their  sjiokcsman: 

"Continuity  and  regularity  of  transportation  are  ahsoluielj 
essential  to  the  public.  Eloih  the  ca{nt,al  invested  and  the  tabor 
employed  in  transportation  arc  therefore  engaged  in  a  business 
vitally  affectuig  the  public  interest,  and  by  engaging  therein 

■Senate  Hearing},  p.  3101 
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assume  the  implied  obligation  not  unreasoiiaWy  to  impair  or 
tnlerrupt  the  movement  of  trains.  Questions  of  wajjes  and 
working  comlilions  affecting;  individual  railroads  should  be 
settled,  if  possible,  by  odicers  of  the  railroads  and  representa- 
tives of  the  employees.  A  l)oard  should  he  constituted,  under 
the  secretary  of  transportation,  on  which  the  cm|>!oyces,  the 
employers,  and  the  public  should  have  equal  representation, 
with  the  duty  and  authority  to  investigate  and  report  to  the 
secretary  of  transportation  on  the  merits  of  any  controversy, 
which  the  parties  arc  unable  to  adjust,  arising  in  the  railroad 
or  other  transportation  service,  cither  in  regard  to  wages  or  in 
r^ard  to  rondilioiis  of  service;  and,  pending  such  investiga- 
tion and  report  and  for  a  reasonable  time  thereafter,  there 
should  be  no  lockout  by  the  carriers  and  no  concerted  action 
on  the  pari  of  employees  whicli  would  have  the  effect  of  inter- 
fering with  or  interrupting  the  onlerly  movement  of  the  United 
States  niail  or  interstate  or  foreign  commerce.  The  scale  of 
wages  and  the  exjKnsc  incident  to  any  change  in  the  ronditions 
of  service  recommended  in  the  reports  of  such  board,  if  put 
into  effect,  should  he  accepted  and  recognized  in  the  making  of 
rates  as  a  legitimate  expense  of  transportation.''  " 

The  plan  of  the  National  Association  of  Owners  of  Rail- 
road Securities  was  presented  to  the  Senate  Committee  by 
Mr.  S.  Davies  Warfield.  the  President  of  the  Association." 
While  it  differed  radically  in  many  of  its  important  details 
from  the  proposal  of  the  railway  executives,  its  primary  pur* 
po.scs  were  substantially  the  same:  namely,  to  secure  more 
liberal  transportation  earnings  and  to  rehabilitate  railroad 
credit.  Its  essential  features  involved  the  creation  of  a  federal 
corporation  (the  National  Railways  Association),  to  facilitate 
the  financing  of  the  return  of  the  roads  to  private  managc- 
ment,  and  to  form  a  perm.^ncnt  agency  of  cooperation  between 
the  Government  and  the  carriers,  particularly  in  effecting  unity 
of  operation;  the  establishment  of  regional  commissions  for 
the  performance  of  the  regidalory  fimclioiis  in  conjunction 
with  the  Interstate  Commci^»  Commission,  the  central  Coni- 

"  SciUlc  Hearings,  p.  311. 

"Cuinplcle  italemeat  and  ero*»^)(aiiiination  of  Mr,  WarBcId,  Sen- 
ate HcaHoKE,  pp.  789-SiSi  1139-1161. 
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mission  also  serving  as  "a  body  of  appeal":  the  "inttiatiai'' 
of  rates  by  rate  committees,  composed  of  railroad  men  and 
shippers  appointed  by  the  Interstate  Commerce  Commission; 
the  provision  of  boards  of  labor  conciliation,  the  regional 
commissions  to  act  in  this  capacity  in  the  first  instance ;  an<l 
the  adjustment  of  rates  so  as  to  produce  a  fixed  return  of 
6  per  cent,  to  the  railroads,  taken  in  groups,  onc-lhird  of  the 
earnings  of  each  road  in  excess  of  iliis  amount  to  be  retained 
by  the  carrier  earning  it,  as  an  incentive  10  efficiency,  and  the 
remainder  to  constitute  a  fund,  one-half  of  whicli  was  to  be 
used  for  the  benefit  of  the  employees,  and  the  other  half  to 
be  paid  to  the  National  Railways  Association  and  to  be  ad- 
ministered by  the  Interstate  Commerce  Commission. 

The  fundamentals  of  the  plan,  "stripped  of  operating  de- 
tails,"  may  be  stated  in  the  form  in  which  they  were  pre- 
sented to  the  Senate  Committee:  " 

"l.  A  minimum  rate  of  return  on  the  property  invcsttncnl 
in  the  railroads,  fixed  by  act  of  Congress,  through  rates  ad- 
justed as  occasion  may  demand,  in  order  that  the  securities 
of  the  railroads  may  be  stabiliie<l  and  their  credit  esuMished 
on  a  basis  necessary  to  secure  the  money  to  provide  to  the 
shippers  and  traveling  public  adequate  facilities  and  service.  ■ 

"2.  Recognition  that  a  fixed  return  through  rates  that  will 
enable  the  average  railroad  to  receive  an  ndcquale  return  on 
its  invested  capital  is  not  possible  without  giving  to  the  more  A 
favorably  situated  railroads  more  revenue  than  die  public  will 
sanction,  or  more  than  would  represent  a  fair  return  on  its 
property.  The  earnings  of  railroads  in  excess  of  a  fixed  rea- 
sonable rate  of  return  to  be  applied  as  provided  in  the  follow- 
ing section. 

"3.  A  distribution  under  the  control  and  jurisdiction  of  the 
Interstate  Commerce  Commission  of  11  percentage  of  the  fund 
above  provided,  that  railroad  employees  sliall  receive  the  bene- 
fit of  profit  sharing,  by  insurance  or  by  sudi  other  legal 

"Senate  Hearing*,  pp.  ?<m-TO4. 
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methods  as  may  be  dclermined  upon;  likewi^  a  dislribution 
of  a  percentage  thereof  among  llie  railroads  earning  it,  and 
under  the  ptati,  and  in  furtherance  of  incentive  and  initiative 
by  establishing  operating  efficiency  standards;  for  certain  im- 
provements to  railroad  property,  under  restrictions,  not  to  be 
capitalized  in  rate-making;  and  for  other  purposes  defined  in 
the  plan. 

"4.  A  corporation,  created  by  act  of  Congress,  operated 
without  profit  to  the  railroads,  and  under  Federal  control, 
directed  by  trustees  composed  of  the  nine  Interstate  Commerce 
Commissioners  and  eight  railroad  men,  to  finance  in  the  pres- 
ent emergency  s(icb  eqtiipinent  as  may  be  purchased  by  it  from 
the  Kailroad  Administration  and  allocated  to  the  railroads, 
and  to  furnish  an  immediate  means  for  assisting  in  financing 
the  return  of  the  roads;  continued  as  a  permanent  means  of 
mobilizing  and  purchasing  equipment  to  be  leased  to  the  rail- 
roads; to  provide  a  management  or  agency  to  continue  or 
put  into  effect  ttie  joint  use  of  terminals,  unification  of  fa- 
cilities, rerouting  of  freight  by  pooling  or  otherwise,  and  to 
continue  or  adopt  such  methods  of  operation  as  may  have  been 
found  to  be  successful  and  expedient  during  Federal  control ; 
to  furnish  a  stan<ling,  trained,  and  efficient  means  for  imme- 
diate mobiliKatton  of  the  railroads  for  war  purposes  without 
additional  legislation, 

"5.  Federal  regulation  extended  through  the  Interstate 
ComnKTCe  Commission  as  at  present  established,  coordinating 
therewith  subsidiary  commissions,  as  r^ional  commissions,  the 
members  thereof  selected  equally  from  the  two  leading  political 
parties  appointed  from  and  silting  in  the  six  traffic  territories 
as  at  present  defined,  giving  to  such  bodies  the  determination 
of  rates  and  regulations  essential  to  the  operation  of  the  plan.  < 
The  right  of  appeal  is  given  to  the  Interstate  Commerce  Com- 
mission, which  may  be  designated  commission  of  appeal. 

"6.  Continuation  of  rate  committees,  composed  of  both 
representatives  of  railroads  and  shippers,  established  in  de- 
fined  territories  of   tlie   country,   to  [wimarily  consider  and 
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pass  upon  all  c1iaiig«s  in  rates  requested  by  cither  railroads 
or  sliippcrs  and  before  being  filed  with  tbc  regional  commis- 
sions or  Interstate  Commerce  Commission,  as  provided  in  the 
plan. 

"7.  Coordination  by  tbc  Interstate  Commerce  Commission 
o£  the  work  of  the  Stati-  tomiiiis.>ions  as  far  as  the  limitations 
of  the  law  and  the  Icgislalion  provided  under  the  plan  will 
permit  with  that  of  the  rcRional  commissions.  The  adjustment 
of  intrastate  rates  to  tlic  requirements  of  interstate  commerce, 
as  prescribed  through  interstate  rates,  is  vested  tn  the  Federal 
commissions. 

"8.  Regional  commissions  act  as  boards  of  conciliation  for 
the  setttcment  of  wage  fliffercncvs  between  the  railroads  and 
their  employeeN.  In  default  of  settlement  such  commissioni 
shall  appoint  two  arbitrators,  the  employees  naming  two,  tlie 
four  so  elected  naming  the  fifth,  if  required.  Appeal  may 
be  taken  to  the  Interstate  Commerce  Commission,  the  findings 
not  to  be  compuLwry  unless  muiually  agreed  beforehand.  A 
fixed  return  being  provided  under  the  plan,  expenditures  for 
wages  or  other  elements  entering  into  expenditures  are  super- 
vised by  the  commissions. 

"9.  Future  i.'tsues  of  railroad  securities  supervised  by  the 
regional  commissions  and  the  Interstate  Commerce  Commis* 
sion."" 


I 
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"Two  further  ^tans.  representative  of  the  view*  of  large  and  in-] 
Rucnlial  orianiuitons,  sliniilil   rrccivc  brief   mention.     Tlicy   are  the  I 
plan    of   the    National    T^a^^|)urtution    Conference,    held    under    the 
ampicci  of  ihc  Chamber  of  Cummtice  of  ilie  United  State*,  tncofpo-j 
rated  into  the  Prelinshuyien  bill  (S.  awB) ;  and  the  plan  presented  byJ 
Nathan  L.  Ainster.  President  of  llie  Invcilors  Protective  Asiuciationl 
of  America  (Senate  Ilcaringv  pp.   ttfij-itS^^,  iiKorporaicd  int»  the) 
■.enroot  bill  (S.  3889).    The  TrtmsporiatioH  Confcrrncf  Flan  prnvidcdJ 
for   the   rc«lo(afion    of    private    nianBgcmeiit    inimeil lately    after    (h«i 
enactment  of   neceunry  Icgidalion;   for  the  conwTldation  of   cxutinK 
lines  into  strong  ciinipetine  ij-itemt  under  compulsory  federal  incor- 
poration: for  cxcluMvc  federal  control  of  security  iwues  and  capital 
cxpcndiiurcs,   and    national    rcguhlion    of    intrattatc    ratct    affecting 
■nietxtale  commerte;  for  ilic  creation  of  a  federal  triitFportaiion  board: 
to  exerciie  execnttvc  and  adminiitrative  funelioiu;  fur  the  enactment^ 
of  a  iilatutury  rule  of  rate-makinfi  by  which  rale  achcilules  should  Im] 
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%4.    The  Trend  of  Opinion 


^B  The  proposal  of  the  Railroad  Administration  for  the  cx- 
^'ttnsion  of  government  tenure  for  a  period  of  five  years  en- 
countered almost  universal  dLsfavor.  It  was  felt  that  the 
postponement  of  the  railroad  adjustment  till  after  the  presi- 
dential campaign  of  1920  would  accentuate  rather  than  remove 
the  influences  of  political  considerations  upon  the  setttemcnt 
of  the  problem;  for  the  various  pro-ams  of  solution  would 
thereby  be  injected  into  the  political  conflict  as  campaign 
issues,  and  the  unliealthful  condition  of  "the  railroads  in 


Migned  to  rieM  an  annual  return  of  6  per  c«nt.  upon  the  »ggrtgAte 
fair  value  of  the  property  of  the  loadf  ID  MCh  itruup;  (ur  thr^  creation 
of  a  lailroail  rcicrvc  fund  for  the  period  of  (mniiiion  to  jirivale  tnan- 
ajEcmcnl,  and  (or  ihc  eitabtishiii^nl,  oui  o(  exc«i  tarninij*.  of  a  con- 
tingent fund  by  each  carrier  to  lupport  its  own  cre-iit,  and  of  a  fieiieral 
railroad  eonllnfC«nt  fund,  matntaineil  by  coniribution^  from  the  pros- 
nctous  roads,  and  admiiiislcrcil  by  appointe«i  of  the  triiiisportutioii 
board  to  tirengihen  the  credit  of  all  the  rnilroads  in  the  country:  for 
the  Mlju$ttneiu  of  w.iRe».  hours,  and  wurkiiis  comditions  l)y  boards 
equally  rcprci^eniativc  of  the  railroad  oflicJaU  and  the  rai1rc>ad  em- 
ployee!, the  tianiportation  board  to  render  final  decision  in  case  of 
diiagrrcrnrnt ;  and  for  labor  and  public  rc^mentation  un  the  directo- 
ratti  of  the  consolidated  railroad  companies.  ITie  Amslcr  Plan  pro- 
vided for  the  incorporation,  under  a  federal  chatter,  of  a  national 
traa«portation  company,  in  which  the  owncriJiip  of  all  the  rtiads  was 
lo  be  vested,  and  which  was  to  be  adininiiilered  by  a  board  of  directors, 
appointed  by  the  President  of  the  United  Slates,  representative  of  the 
stiick)iul<!er«,  the  employees,  the  public  regulating  authorities,  and  the 
commercial  ftnd  aKricuiliiral  inlcrcsts ;  for  (he  valuation  of  the  rail- 
road properties  as  a  basis  for  the  exchange  of  the  cxislinic  securities 
of  the  carriers  (or  the  stock  of  the  proposed  corporation,  and  for 
ratc'making  purposes;  for  Ihc  adjustment  of  rates  so  lltat  uitlicicnt 
rerenuei  may  be  produced  to  meet  all  necessary  expenses,  charscs, 
the  tnaximum  dividends  (not  to  exceed  6  per  cent.),  and.  as  a  surriTus. 
"a  mm  not  exceeding  s  per  cent,  of  the  pat  value  of  all  oiiistanding 
stuck";  for  the  distrlbutiun  of  eaniinici  in  (-;<ccss  of  the  amount  neces- 
sary for  the  maximum  dividend  (40  per  cent,  to  labor,  30  per  cent,  to 
ihe  stockholders,  and  30  per  cent  to  repay  advances  from  the  Govern- 
ment, Of  for  a  reserve  fund,  or  to  retire  slocks  and  bonds,  or  for 
improvements  not  lo  he  capitalized);  (or  Federal  Control  of  security 
iasuei:  for  the  creation  of  an  economy  and  efficiency  board  to  examine 
the  properties  and  siudy  the  o^cr.itions  of  the  carriers  and  recommend 
improvcineRts  in  physical  facilities  and  operaiinf-  tncthods;  and  for 
the  appointment  of  bi-partiran  latmr  boards,  the  rtsht  of  Ihe  em- 
ployees to  organiie  and  bargain  collectively  to  be  Idly  *  '  — '- 
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politics"  would  be  intensified  and  prolong.  It  was  ,1 
thu  the  employees  would  tie  as  restless  and  the  operating 
oflkials  as  unsympialhetic  during  the  five-year  period  as  during 
the  "twent)--one  months  afler  the  proffamaiion  of  peace"  orig- 
inally provided  in  the  Federal  Control  Act;  for  the  character 
of  the  ultimate  adjustment  would  remain  as  uncertain  and 
problematical.  It  was  submitted  that  the  consent  of  the  car- 
rier!! to  public  initiation  of  additions  and  betterments  and  the 
acquisition  of  new  equipment  could  be  as  easily  secured  during 
the  shorter  as  during  the  longer  period,  provided  the  improve- 
ments were  essential  to  the  service,  and  not  merely  induced 
by  a  desire  to  establish  a  dominant  government  interest  in 
the  properties  of  the  railroad  corporations.  It  was  acknowl- 
edged that  government  assistance  in  the  6nancing  of  the  roads 
during  the  period  of  transition  would  be  necessary,  but  it  was 
tnsi.ited  that  such  aid  would  be  cordially  welcomed  without 
resort  to  the  extension  of  Federal  Control. 

The  real  issue,  however,  was  whether  an  extended  test 
should  be  provided,  under  conditions  entirely  removed  from 
actual  warfare  and  reasonably  free  from  the  difScullies 
inherent  in  the  immediate  transition  from  a  war  10  a  peace 
economy,  in  order  to  ascertain  the  permanent  value  of  unified 
railroad  operation.  On  this  larger  question  public  opinion 
had  definitely  crystallized  in  vigorous  disapproval  of  the  pro- 
posed continuation  of  federal  Control.  Hie  large  operating^ 
deficits  were  being  currently  construed,  though  unsoundly,  as 
unquestioned  evidence  of  government  inefficiency  in  the  man- 
agement of  the  roads;  and  the  prospect  that  the  roads  woni 
have  to  be  subsidized  by  the  public  treasury  for  a  period  of 
five  years  was  viewed  with  serious  alarm.  The  large  wage  , 
increases  and  the  national  agreements  as  to  working  conditions  fl 
that  had  been  authorized  by  the  Railroad  Administration  were' 
being  widely  interpreted,  Uiough  unjustly,  as  a  surrender  of 
the  Government  to  the  power  of  labor;  and  fear  was  frc-v' 
quently  expressed  that  forces  had  been  set  in  motion  by  Fed- 
eral Control  that  would  ultimately  lead  to  the  complete  domi- 
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nation  of  the  railroad  industry  by  the  organized  transportation 
wollcerS'  Th«  very  process  of  unification,  from  which  so  much 
had  be«n  cxpeaed,  wh  regarded  as  unduly  restrictive  of 
v'bnporate  rights  and  unduly  repressive  of  public  needs.  It 
was  believed  that  the  five-year  extension  would  finally  lead 
to  the  comptele  nationalization  of  the  railroads — not  because 
the  superiority  of  Federal  Control  over  private  management 
would  necessarily  be  established,  but  because  the  transporta- 
tion lines  would  become  so  intimately  welded  into  a  single 
operating  system,  and  the  interests  and  responsibilities  of  the 
Government  would  become  so  closely  intertwined  with  the 
rights  of  the  carriers,  tliat  the  restoration  of  private  manage- 
ment would  be  rendered  too  difficult  to  be  practicable.  Tlie  pub- 
lic reaction  from  the  strain  of  the  Great  War,  particularly 
after  it  was  realized  that  the  peace  settlement  was  degenerating 
from  a  highly  "idealistic"  to  a  strictly  "realistic"  adjuslnient, 
discouraged  all  experimentation  with  radical  change  in  indus- 
trial relationships.  Reversion  to  "normal  conditions,"  estab- 
lishment of  "economic  stability."  elimination  of  "war 
agtndes,"  reduction  of  "government  interference"  were  the 
slogans  which  exerted  a  dominant  influence  upon  the  formula- 
tion of  public  policies  after  the  armistice.  As  applied  to  the 
railroad  problem,  this  attitude  was  irreconcilably  opposed  to 
the  proposal  for  a  livc-year  extension  of  Federal  Control. 

Considerations  such  as  these  also  account,  in  large  measure, 
for  the  "unanimity"  with  which  the  Plumb  Plan  was  con- 
demned and  repudiated.  Only  those  sympathetic  with  its  gen- 
eral purposes  gave  serious  study  to  the  details  of  the  plan 
and  called  attention  to  its  weaknesses.  It  was  criticised,  in 
this  spirit,  because  the  wage-fixing  function,  in  spite  of  the  fact 
that  (he  payment  of  interest  on  the  bonds  with  which  the  roads 
were  to  be  acquired  was  to  become  a  direct  obligation  of  the 
Government,  was  vested  solely  in  a  board  composed  of  the 
classified  employees  and  the  operating  officials;  because  no 
^nctical  machinery  was  created  whereby  losses  from  operation. 
under  a  given  level  of  rates,  might  be  shared  by  those,  aside 
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tnm  the  Govcmmejil ,  wlio  were  entiikd  to  porticipaie  ia 
excess  ]>roriIs:  because  there  wa.4  no  "engagement  on  the  partj 
of  bhor  that  it  would  invest  its  life  atwl  toil  in  the  enterprise" 
and  "stand  by  tlic  railways  through  stress  and  stonn"  as  cap*' 
ilal  investment  had  been  compelled  lo  do.     But  the  underlyingi 
objections  to  the  Flumb  I'lan  were  more  deeply  rooted.    Th' 
sprang  from  a  dclcnnination  to  avert  a  complete  break  with 
the  past,  to  safeguard   the  traditional   method  of  corporal 
ownership  even  in  the  field  of  railraid  transportation,  to  fi 
stall  the  extension  of  collective  economic  enterprise  to  more 
essentially  private  un<Icrtakings,  to  prevent  the  accc|>tance  of 
"labor  investment"  in  place  of  capital  investment  as  the  basis 
of  industrial  control. 

The   rUimb   Flan  involved  government  ownership  of   the 
railroiad   properties;  and  government  ownership,  because  of 
the  individualistic  temper  of  the  American  people  and  thi 
prevailing  dogma  as  to  the  essential  incompatibility  bctweea^ 
democratic  int^titutions  and  pubhc  efficiency  in  industrial  enter- 
prise, had  failed  to  receive  subslanttal  recognition  as  a  wise 
or  practicable  alternative  lo  the  system  of  private  ownership. 
TIic  proponents  of  tlie  Plumb  Ilan  attempted  to  meet  the 
traditional  objeclion.i  by  providing  for  ihc  operation  of  the 
roads  by  a  private  corporation  imder  lease  from  the  Govem-^ri 
mcnt.     The  critics  of  the  plan,  however,  saw  in  thi.'i  device  ^^ 
but  a  nominal  provision  for  private  management.    While  the 
railroad  employee.^  would  not  be  government  servants  in  the 
strict   sense   (being  engaged   by  the  operating  corporation), 
the  government  authorities,  on  behalf  of  the  public  owners 
of  the  properties,  would  necessarily  be  vested  with  ultimate 
control  (in  spite  of  the  fact  that  their  formal  representation 
on  the  directorate   of   the  corporation   would   be   limited  to       I 
one-third  of  its  membership).    Moreover,  it  was  urged  that       I 
the  fruits  of  private  management  are  in  essence  dependent 
upon  the  profit  motive,  and  that  the  possibilit)-  of  private  profit 
must  be  available  for  capital  as  well  as  labor,  in  order  to 
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provide  the  necessary  incentive  to  operating  efficiency  and 
ofrressivc  development. 

Indeed,  the  proposals  of  the  Plumb  Plan  were  regarded  as 

more  menacing  than  the  usual  program  for  the  nationaliza- 

n  of  the  railroads,     ft  was  believed  that  tlie  public  acquisi- 

of  the  roads  under  the  plan  sponsored  by  the  Brotlier- 

ids  contemplated  the  complete  domination  of  the  railroad 

try  by  the  transportation  workers — a  domination  legally 

ilished  through  the  initial  adjustment,  instead  of  tending 

arise  in  the  course  of  time  from  the  subversion  of  the 

oper  purposes  of  railroad  nationalization  as  commonly  ad- 

atcd.     Adverse  opinion  waa  thus  strenglhcncd  by  general 

resentment  against  the  proposed  employment  of  governmental 

wcr  and  national   resources   for  tlie  advancement  of   the 

terest.s  of  a  particular  class  or  a  special  group.     The   (re< 

qucni  suggestion  by  the  supporters  of  the  plan  that  the  value 

Kf  the  railroad  properties  for  purposes  of  condemnation  might 
e  found  not  to  exceed  twelve  billion  dollars  added  fuel  to 
lis  resentment.    Approval  of  the  Plumb  Plan,  tlicrcfore,  came 
irgcly  from  organized  labor,  and  active  support  was  limited 
to  the  efforts  of  the  four  great  railroad  Brotherhoods.    The 
opponents  of  the  plan,  on  the  other  hand,  included,  in  addition 
[     to  the  vast  body  of  conservatives,  many  who  were  nominally 
L     ^favorable  to  public  ownership,  as  well  as  large  numbers  who 
^fferere  deeply  impressed  with  the  abuses  and  inadequacies  of 
^^le  old  system  of  private  management,  and  who  were  warmly 
sympathetic  with  some  of  the  specific  principles  of  the  plan 
^Bas,  for  example,  employee  and  public  representation  on  the 
^directorates  of  the  carriers,  and  the  establishment  of  equitable 
labor  relationships). 
On  the  basic  question,  then,  of  continuing  the  old  system  of 
^^orporate  ownership  and  operation,  or  substituting  ihercfor 
^^Dme  scheme  of  railroad  nationalization,  the  trend  of  opinion 
was  clearly  defined.     There  was  an   unmistakable  popular 
mandate   for  the  restoration  of   private  management   under 
corporate  ownership.    But  there  vas  an  equally  dear  demand 
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for  the  rc«wi dilution  of  the  old  system  of  public  regulation 
The  iiumcrou.t  railroad  plans  fonnuUted  durrtig  the  year  1919 
were  chiefly  concerned  with  principles  and  machinery  for  iht 
modiAcation  of  the  established  regulative  method.  These  pbnt 
differed  in  empliasis  and  compleicness.  and  were  diverse  JB 
detail ;  hut  there  was  some  measure  of  agreement  as  to  tbt 
main  shortcomings  of  the  railroad  situation,  and  constderablt 
Mmilarily  in  the  nature  of  the  remwHes  proiwsed. 

It  was  recognized  that  the  existing  machinery  of  cootnl 
was  inadequate — that  the  Interstate  Commerce  Commission 
was  overburdened,  and  that  it  was  cotn[M;Ile<l  to  perform  an 
unreasonable  diversity  of  functions — and  this  led  to  the  n- 
rious  proposals  for  the  creation  of  regional  commissions,  fot 
the  establishment  of  a  |rftns{>ortation  board,  and  for  the  addi- 
tion of  a  secretary  of  transportation.  The  legal  difficultia 
involved  in  maintaining  national  supremacy  in  railroad  con- 
trol, especially  under  the  extended  powers  contemplated  in 
all  the  projKised  legislation,  led  to  the  provisions  for  pep 
missive  or  compulsory  federal  incorporation.  Because  of  the 
universal  realization  tlial  diffused  responsibility  in  railroad 
regulation,  particularly  as  manifested  in  conflicts  between  state 
and  federal  authority,  is  destructive  of  traniponation  effi- 
ciency and  affords  inadequate  protection  for  the  public  in- 
terest, practically  all  of  the  plans  provided,  specifically,  for 
exclusive  Federal  Control  of  sccuril}'  issues  and  capital  ev- 
petiditurei,  and  recognized  the  necessity  of  dominanily  na- 
tional supervision  of  rate  adjusttnents.  The  advantages  of 
unilicatton  disclosed  during  the  Federal  Control  period  i^ 
count  for  tlie  common  proposals  for  permissive  or  computsory 
consolidation  of  railroad  properties,  into  a  single  national 
system  or  into  large  competing  groups ;  for  the  assumption  of» 
public  control  over  new  construction;  for  government  super- 
vision of  service  and  facilities,  especially  in  time  of  congestioa 
or  other  emergency ;  for  the  modification  of  existing  legal  w 
obstacles  to  free  cooperation  between  the  carriers.  The  widely 
adcROwledged  necessity  of  rehabilitating  railroad  credit  ex* 
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plains  the  frequent  inclusion  of  a  statutory  rule  of  rate  mak-v 
ing,  whereby  sufficient  revenue  might  be  assured  to  the  rail- 
roads, after  all  legitimate  cxi>«:nscs,  to  yield  a  fair  return  on 
past  inveslmenl  and  to  stimulate  the  flow  of  nciv  capital  for 
extensions  and  improvements.  Because  of  the  impossibility 
of  5xing  transportation  charges  that  will  produce  reasonable 
income  for  the  roads  as  a  whole,  or  in  groups,  without  pro- 
viding unduly  high  returns  for  the  stronger  individual  lines, 
many  of  the  plans  included  stipulations  for  the  distribution 
of  excess  earnings  between  the  public,  labor,  and  the  carriers. 
The  difficulties  of  the  railroad  labor  problem  in  recent  years, 
and  the  success  of  the  Railroad  Administration  in  rcRulaiing 
labor  relationships  during  the  period  of  government  control, 
led  to  the  provision,  in  most  of  the  proposals,  for  temporary 
or  permaneni  brwrds  for  the  adjustment  of  wages,  hours,  and 
working  conditions  and  for  the  settlement  of  labor  contro- 
vcrsics.  These  currents  of  opinion  served  as  the  general  back- 
ground of  subsequent  Congressional  action;  the  details  of  the 
adjustment  incorporated  into  the  Transportation  Act  of  1920 
were  necessarily  determined  by  the  political  representatives 
of  tlic  people. 


CHAPTER  XT 


THE  TttAKSPOBTATION   ACT  OP    I92O 


The  Esch-Cummins  Act  is  the  basis  of  the  railroad  adfiuf- 
ment  which  followed  the  termination  of  Federal  Control  asA 
the  restoration  of  the  railroad  properties  to  private  lnala(^ 
ment.  This  legislation,  officialty  designated  as  the  Transpor- 
tation Act  of  1920,  constitutes  the  l<^al  framework  of  the 
transitional  settlement  with  the  carriers,  and  the  puhlic  for- 
mulation of  the  substantive  principles  and  administrative  ru- 
chinery  of  our  reconstructed  system  of  railri>ad  rcguUlioa 
It  is  the  product  of  a  great  complexity  of  influences.  The 
need  for  new  legislation  sprang  fundamentally  from  the  vttil 
shortcomings  of  the  railroad  industry  iliat  had  been  disclosed 
in  recent  years,  c\'en  prior  to  the  outbreak  of  the  war.  Tiat 
need  was  accentuated  by  the  war  emci^enc)',  and  the  polides 
and  activities  of  the  war  period,  both  during  the  months  of 
private  operation  and  in  connection  with  Federal  Coatrol, 
helped  to  foreshadow  the  general  character  of  future  railroad 
policy.  Then  an  extensive  investigation  of  tlic  problem  bj 
committees  of  both  houses  of  Congress  resuhed  in  the  prcseo- 
tation  of  the  numerous  plans  and  proposals  considered  at  some 
length  in  the  preceding  chapter.  These  plans  and  propogab 
provide  the  more  immediate  background  of  the  settlement. 
Througli  the  analysis  of  railroad  conditions  upon  which  they 
were  based  the  representatives  of  the  peopk  were  tlie  better 
able  to  discern  the  direction  of  the  dominant  ends  to  be  accom- 
plished, and  the  nature  of  the  adjustment  which  would  com- 
mand the  approval  of  public  opinion.  These  proposals  also 
su^iested  certain  concrete  arrangements,  distinct  departures 
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from  the  tradilioiul  legislaiive  approach  toward  the  railroad 
problem,  wliidi  ultimately  found  their  way,  tliough  often  in 
modified  form,  into  llic  new  legislation.  In  a  very  real  sense 
the  Esch-Cummins  Act  is  eclectic  in  spirit— not  a  mere  com- 
promise between  widely  divergent  policies  (ihougii  in  many 
of  its  most  important  provisions  it  was  distinctly  a  compromise 
measure),  but  a  formulation  of  policy  largely  influenced  by 
and  deeply  grounded  in  the  opinions  and  recommendations  of 
a  Kfcat  diversity  of  important  interests  .ind  competent  indi- 
viduals. The  direct  basis  of  the  TransjKirtation  Act  of  1920, 
however,  is  to  be  found  in  (he  various  bills  representative  of 
these  opinions  and  recommendations  that  were  introduced  in 
the  two  houses  of  Congress  for  the  purpose  of  securing  public 
sanction  of  specific  measures.  The  final  emergence  of  the  new 
legislation  cm  be  traced  most  effectively  through  an  examina- 
tion of  the  development  of  these  bills.  This  task  involves  a 
consideration  of  the  legislative  history  of  the  Esch-Cumnuns 
Act 


§/.     The  Legislaiive  History  of  ike  Esch-Cummins  Act 


Tlie  primary  responsibility  for  the  concrete  formulation  of 
legislative  measures  under  our  system  of  highly  orgiinired 
Congressional  procedure  rests  upon  the  specific  committees 
of  the  Senate  and  the  House  of  Represenutives  to  which  all 
pro])Osals  in  each  particular  field  must  be  referred  for  con- 
sideration and  report.  In  connection  with  the  problem  of 
the  railroads  this  resjmnsibility,  in  the  sixty-sixth  Congress, 
fell  upon  the  Senate  Cbmniillcc  on  Interstate  Commerce,  under 
the  chairmanship  of  Senator  Albert  B.  Ctimmins  of  Iowa, 
and  the  House  Committee  on  Interstate  and  Foreign  Com- 
merce, under  the  chairmanship  of  Representative  John  J.  Esch 
of  Wisconsin.'    The  bills  prepared  by  these  committees  served 

'When  hcarinRs  011  tlic  railroacf  problem  were  iKRun  «rly  in  1019, 
SeiutoT  Elliton  U.  Smitli,  Democrat,  tif  South  Carolina,  was  Chaif> 
man  of  the  Senate  Coniinittcc,  and  Representative  Thclua  W.  StnUi 
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>Bs  the  primary  basis  of  tlie  Transportation  Act.    Thtre  wet 

■  other  imporunt  bills,  introduced  by  individuals  tliroagh  w 

quest  of  special  interests  or  in  response  to  demand  for  pir> 

licular  modes  of  settlement,  but  their  influence  upon  the  fiul 

legislation  was  but  indirect  and  incidenul.* 

The  first  of  the  Houm  bills  which  was  to  be  sponsored  hjr 
the  Cominitiee  on  Interstate  and  Foreign  Commerce  wu  i»- 
troduccd  by  Chairman  Esch  on  June  3,  1919.  almoM  a  rooolli 
and  a  half  before  the  House  hearings  were  instituted  oa  Jnjf 
15.  This  bill  was  referred  to  the  House  Committee.  At  ilx 
(ame  time  Senator  Pomcrene  of  Ohio  introduced  inlo  Ibc 
Senate  an  exact  counterpart  of  this  bill,  which  was  refemd 
to  the  Senate  Committee.  This  measure  came  to  be  kn«n 
as  the  Eich-Pomeretic  bill. 

By  the  provisions  of  the  Esch-Pomercnc  bill,  the  authority 
of  the  Interstate  Commerce  Commission  was  to  be  cxtenikd 
in  a  number  of  directions.  The  Cbmmi»sion  was  cnijxtwertd 
to  approve  and  ri^late  extensions;  to  formulate  rules  id4 
regulations  for  car  service,  and  to  enforce  the  proviston  of 

PcBiocrat.  of  Tcnncucv,  wu  Chaiman  of  ihc  Houtc  Commitlce.  On 
March  4,  1919.  the  (lolitical  complexion  ol  both  botues  of  Coagm 
eltanKcd,  >nil  Republican  majoritKS  ajipearcd  on  both  committers. 

*Thc  followiiig  wctc  Ihc  more  imponaat  bill«  introduced:  H  R- 
437tt  and  S.  1296,  the  Hsch-I'omereiie  bUt.  repfetcnting  the  plan  of  ibt 
liitcrsuie  Cointncrc«  Commission;  H.  R.  10453.  <'k^  taicr  l-lach  bJD. 
ilr.iflol  by  a  sHh-comtnitlee  of  the  House  Conimillec;  S  2906,  ti* 
ordinal  Cummin*  bill,  r^re»entinK  the  Senate  Commiiicc  pUa;  & 
33^  the  second  Cummins  bill,  superseding  ti*c  original  Seiuite  mcajore 
Thc.ie  bilU  wetr  largely  molded  thtoiufa  the  labors  of  the  Con- 
icrcssional   comniitlces.   and   are  given  delalled   coosidcntmn    ja  the 

Eagcs  that  follow.  In  addition,  there  were  introduced;  S.  3B6),  the 
enroot  bill,  rcpreienting  the  Am.ttcr  plan  supjiotlcd  by  the  Invrstors^ 
Protective  Association  of  America:  S.  2996.  the  Frclirachursen  bill. 
reprcsenlinK  the  Transportation  Conference  plan  spoasord  by  ibt 
Chamber  ol  Commerce  of  the  L'niied  Statei;  and  H.  H.  815;,  the  Sinu 
bill,  representing  a  IcKislativc  fonnulalion  of  tlic  Plumb  Plan.  TMs 
btter  ^roup  of  proposals,  a$  well  m  ihr  railwny  executives'  plu 
embodied  in  a  tentative  draft  of  a  bill  by  T.  D.  Cuyter,  President  of 
the  Association  of  Railway  Exccntivet.  and  the  seoifity  owners'  plan 
embodied  in  a  tentative  draft  of  a  bill  by  S.  Davies  Warfield,  Prcti- 
dent  of  the  National  Association  of  Owners  of  Railroad  Securities, 
both  of  which  were  laid  before  the  Houm  Committee,  bavc  receivt* 
adequate  coosidcratMo  in  the  preceding:  chapter. 
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ite  facitities;  to  supervise  the  joint  use  of  terminals; 
to  regulate  mergers,  consolidations,  pooling,  and  traffic  agree- 
ments— such  operations  and  activities  to  be  valid  when  entered 
upon  with  the  approval  of  the  Commission ;  to  exercise  plenary 
authority  in  prescribing  maxtmiun,  minimum,  and  joint  rates, 
"any  act,  decision,  or  order  of  any  state  or  state  a>ithority 
to  the  contrary  notwithstanding."  The  period  of  rate  suspen- 
sion was  limited  to  120  days.  Exclusive  authority  to  regulate 
security  issues  was  vested  in  the  Commission,  the  slate  com- 
missions affected  merely  to  be  notified  of  all  applications  by 
the  carriers  for  approval  of  contemplated  issues  of  securities. 
In  brief,  the  existing  regulative  structure  was  to  be  so  amended 
as  to  increase  the  power  of  the  Interstate  Commerce  Com- 
mission over  rates,  service,  consolidations,  extensions,  and 
capitalization,  and  there  was  considerable  addition  of  au- 
thority with  regard  to  operation,  including  traffic  priorities, 
pooling,  and  the  joint  use  of  facilities. 

This  measure  represented  to  a  large  d(^ee  the  views  of 
the  majority  of  the  members  of  the  Interstate  Commerce  Com- 
mission, and  all  the  changes  were  offered  in  the  form  of 
amendments  to  the  Act  to  R^uLite  Commerce.  On  the 
whole,  it  was  a  conservative  proposal,  amplifying,  aloi^  well- 
recognized  channels,  the  traditional  scheme  of  railroad  regu- 
lation. There  were  no  startling  innovations,  and  many  of  the 
suggestions  for  a  constructive  adjustment  of  railroad  rela- 
tionships then  being  widely  discussed  were  entirely  ignored. 
It  rejected  the  plan  of  federal  incorporation ;  it  failed  to  pre- 
scribe any  specific  rule  of  rate-making;  il  did  not  provide  for 
a  "guaranty"  of  earnings  of  any  sort ;  no  provision  was  made 
for  the  distribution  of  excess  profits,  the  strong  and  weak 
road  problem  being  left  for  solution  through  the  Commis- 
sion's authority  over  mergers  and  consolidations ;  no  new  ma- 
chinery was  set  up  for  the  adjustment  of  disputes  between 
the  carriers  and  their  employees,  and  no  attempt  was  made 
to  define  public  policy  with  r^ard  to  the  paramount  necessity 
of  maintaining  continuity  in  the  transportation  service.    The 
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inadequacy  of  the  measure  sprang  priniarily  from  its  (sihirt 
to  envisage  llie  r;iilrua<l  problem  in  icrms  of  a  poiitive.  a»- 
UrtKtive  effort  to  rehabilitate  the  American  iranspoctilM 
system  iiiidcr  private  manaKcment, 

During  the  summer  months  a  sub-committee  of  the  Hoot 
Committee  on  Interstate  and  Foreign  Comracrce,  with  Refit- 
sent»live  Esch  as  chairman,  held  bearings  on  the  EacIi-Pobk- 
rcnc  bill,  and  these  hearings  finally  resulted  tn  tbe  fonnnb- 
tion  of  a  new  bill,  whkli  was  reported  to  the  entire  CooxnitM 
on  October  30,  and  to  the  Houm.'  of  Representatives  00  No- 
vemlier  10,  1919.*  The  bill  was  given  right  of  way,  uid 
active  discussion  of  its  terms  was  continued  from  the  nth 
to  the  17th  of  tbe  month.  Opposition  and  difference  of  opuitoo 
were  centered  chiefly  in  the  following  elements  of  the  prob- 
lem: whether  or  not  any  extension  of  authority  »hoiilil  be 
granted  to  the  Interstate  Commerce  Commission;  whether 
Federal  Control  should  l>c  immediately  tenntnaled  upon  tbe 
passage  of  the  act ;  whether  the  indebtedness  of  the  railroads 
to  the  Oovcrnment  because  of  capital  exjienditurcs  sliould  be 
funded,  and  if  so,  what  methods  should  be  employed  and 
what  terms  should  be  specified ;  whether  the  guaranteed  stanil- 
ard  return,  as  under  Federal  Control,  should  continue  for  the 
first  six  months  following  tbe  restoration  of  private  maiui|[c- 
mcnt ;  whether  the  level  of  rates  prevailing  at  the  termiiution 
of  Federal  Control  should  remain  unchanged  ui>on  the  return 
of  the  roads  to  their  owners;  what  provision,  if  any.  should 
be  incorporated  for  a  rule  of  rate-making;  what  further  limi- 
tations should  be  imposed  upon  the  scope  of  the  king-and- 
short-haul  clause:  what  attitude  should  be  adopted  lowanl 
railroad  labor  controversies.  In  its  main  outlines  this  mca»- 
ure,  tike  the  original  Esch  bill,  merely  constituted  nn  elabora- 
tion of  the  then-existing  principles  and  machinery  of  regub- 


'Thc  stib-c"mmiMcc  whicli  dnfted  tlie  Home  Commilief  bill  eoo- 
UKtc<t  of  HeiiresentatirM  Johii  J.  Es<*  o(  Wi»coR»in,  Chairman,  Thirrui 
W,  Sim*  of  TcnncMcc.  P^tw.iid  L>  ttsmilton  of  Mieliigan,  SaiROtl 
E.  Window  of  MatsAchuietti,  and  Alviii  W.  Bafklcy  of  Kentudcy. 


J 


u 
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Son.  Though  much  more  comprehensive  than  the  first  meas- 
ure, it  attacked  the  problem  in  traditional  fashion,  being  L-irgely 
frc«  of  boIJ  strokes  or  novel  features.  It  still  remained, 
fundamentally,  an  expression  of  tlic  prevailing  views  of  the 
Interstate  Commerce  Comitiission. 

The  Esch  bill  was  passed  by  the  House  of  Representatives 
on  November  17,  1919,  and  was  immediately  sent  to  the  Sen- 
ate. We  must  now  trace  briefly  llie  dcvelopmcnl,  in  the  Sen- 
ate, of  the  Cummins  bill,  which,  together  with  the  House 
measure,  provided  the  foundation  and  chief  substance  of  the 
Transportation  A«  of  1920. 

TAe  Senate  Hearings  on  the  railroad  problem  were  held 
from  January  3.  to  February  21.  1919.  The  6rst  result  of 
the  investigation  was  the  submission  by  a  sub-committee  of 
the  Committee  on  Interstate  Commerce  of  the  original  Cum- 
mins bill,  which  was  introduced  into  the  Senate  on  September 
2.  1919.*  Just  as  the  first  Esch  bill  served  as  the  basis  of 
the  later  and  more  important  House  measure,  so  this  Cunimins 
bill  wag  the  foundation  of  the  subsequent  Senate  measure. 
It  will  be  useful,  therefore,  to  note  briefly  its  essential  features. 

It  provided  for  the  return  of  the  roads  to  their  private 
owners,  and  formulated  principles  and  machinery  for  their 
reifulation.  A  Transportation  Board  was  to  be  created, 
cliarged  with  the  duty  of  making  continuous  investigation  and 
report  to  the  Interstate  Commerce  Commission  respecting  the 
adequacy  of  railroad  rates  and  fares,  transportation  needs  and 
facihties,  the  state  of  railroad  credit,  and  such  other  matters 
as  concern  the  public  interest  in  connection  with  the  transpor- 
tation industry.  Provision  was  made  for  the  compulsory 
consolidation  of  the  exiMing  railroad  lines  into  not  less  than 
twenty  and  not  more  than  thiny-five  separate  and  distinct 


•The  iub-commiitee  which  drafted  the  Senate  Committee  bill  con- 
(iMcd  of  Smators  AlbCTi  B.  Cummini  of  Iowa.  Chairman,  James  E. 
Watioci,  of  Indiana,  Mtlcs  Poindt'Klcr  of  Watliinglun,  Joseph  T.  Kob- 
inton  of  Arkaiuat,  and  Alice  romcrcnc  of  Ohiow 
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systems,  Ihe  plan  and  arrangtrntnts  of  the  mergers 
made  by  the  1'ransporialion  Board  i^ubject  to  the  if 
of  the  Interstate  Commerce  Commission.  In  addition,  thr 
Board  w;is  authorized  to  relieve  traffic  conf^cstion,  divcrtint 
good&  not  specifically  routed  by  llic  shipper  from  one  carrio 
to  another,  and  in  its  discretion  compelling  (he  joint  u»e  of 
tern>inal;s  and  other  facilities.  Security  issues  were  placri 
under  the  exclusive  control  of  tlic  Federal  Government,  Tht 
Commi&&ion  was  directed  to  divide  Ihe  country  into  rate  tfo- 
tricts.  and  aflcr  hearing,  to  determine  the  schedules  of  ma 
that  would  be  adequate  to  provide  a  fair  return  on  the  capitll 
invested  in  each  district,  the  certificate  of  the  Board  as  to  ibt 
amount  of  revenue  necessary  for  the  various  groups  of  ro*d* 
to  constitute  prima  facie  evidence  of  the  matter  in  procccdiogi 
before  the  Commission.  It  was  further  provided  that  the 
excess  earnings  over  a  fair  return  realized  by  any  carrier 
were  to  be  paid  to  the  Transportation  Board,  one-half  of  the 
amount  to  be  used  for  the  betterment  of  labor  coadilioos 
among  railroad  employees  and  the  remainder  to  be  applied  to 
the  purchase  of  equipment  or  for  the  extension  of  loans  lo 
the  carriers.  The  Commission  was  authorized  to  presciibt 
-minimum  as  well  as  maximum  rales,  and  the  period  of  rale 
su^cnsion,  pending  investigation,  was  reduced  lo  five  nionths. 
It  was  provided  that  the  board  of  directors  of  each  ntilroBil 
corporation  should  include  in  its  membership  two  represen- 
tatives of  tlie  classified  employees  an<l  two  representatives  of 
the  public.  A  Committee  on  Wages  and  Working  Condittooi 
composed  of  an  equal  number  of  representatives  of  the  rail- 
road employees  and  of  the  carriers  was  to  be  created  for  the 
consideration  of  labor  disputes.  The  decisions  of  this  Com- 
mittee, when  approved  by  Ihe  Transportation  Board,  were 
to  be  final ;  in  case  of  disagreement,  disputes  were  to  be  re- 
ferred to  and  settled  by  the  Board.  Agreements  between  rail- 
road employees  which  result  in  the  interruption  of  the  trans- 
poTlation  service  were  declared  to  be  illegal. 
This  first  Cummins  bill,  unlike  [lie  original  Esch  bill,  was 
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an  attempt  to  apply  constructive  imagination  to  the  solution 
of  the  railroad  problem.  It  was  dislinctive  in  many  of  its 
features,  and  not  a  mere  outgrowih  of  past  efFort.  Its  pro- 
visions for  oompuliiory  consolidation  reflected  a  recognition 
of  the  far-reaching  importance  of  solving  the  strong  and  weak 
road  problem,  as  well  as  an  appreciation  of  the  large  benefits 
to  be  derived  from  greater  operating  unity.  It  recognized 
the  paramount  necessity  of  maintaining  continuity  of  the 
transportation  service,  and  attacked  the  question  in  courageous, 
if  unduly  revolutionar)-,  fashion.  In  providing  for  labor  as 
well  as  public  representation  on  the  dire^-lorates  of  the  carriers, 
an  important  step  was  taken  toward  the  substitution  of  the 
preventive  path  of  '  ^ministrative  discretion  for  the  remedial 
expedient  of  legal  rule  in  the  adjustment  of  the  relationship 
between  public  and  private  interests.  While  it  is  questionable 
whether  the  creation  of  a  Transportation  Hoard  was  an  essen- 
tial addition  to  the  administrative  machinery  of  regulation, 
the  deltmiution  of  duties  and  responsibilities  between  the 
newly  proposed  Board  and  the  Interstate  Commerce  Commis- 
sion was  formulated  along  well-recognized  functional  lines. 
The  provisions  as  to  rate-making  and  for  the  distribution  of 
excess  earnings,  while  not  altogether  adequate,  were  a  decided 
advance  upon  previous  ferlcral  policies.  On  the  whole  the 
measure  gave  promise  of  a  vigorous  and  positive  reconstitution 
of  the  system  of  regubtion. 

The  full  Senate  Committee  on  Interstate  Commerce  held 
almost  daily  sessions  on  the  hill  as  originally  submitted  by 
Senator  Cummins,  from  September  2  to  October  23.  Many 
amendments  were  ma<1e,  and  on  the  latter  date  a  new  bill 
was  introduced,  to  supersede  the  original  Senate  measure. 
The  Senate  Committee  submitted  its  report  on  this  bill  No- 
vember 10.  1919,  Senator  Robert  M.  LaFolIetle  of  Wisconsin 
fih'ng  a  minority  report.  Senator  Cummins,  on  behalf  of  the 
Committee,  confined  himself  almost  entirely  to  a  consideration 
of  those  parts  of  the  bill  "which  propose  legislation  along 
tines  distinct  from  those  which  have  already  been  attempted." 
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Uis  primary  attention,  therefore,  was  directed  to  the  prolilon 
of  fimiling  (h«  railroad  indebtedness  (o  the  Govcmmcnr,  tht 
necessity  of  creating  a  Tran-iporlJitJon  Bonrd,  (he  qucstiooj 
compulsory  consolidation,  the  character  of  the  legi»Intive 
of  mte-making,  the  Uibor  provisions  and  the  anti-strike  cLitl^ 
In  hin  minority  report  Senator  LaFoUctte  attacked  the  biH 
on  (he  basic  gfround  that  it  provided  for  imine<liate  return  of 
the  roads  to  private  .management,  and  also  voiced  vigorous 
exposition  (o  llie  proposed  nile  of  nite>tnaking,  to  the  pro- 
jected procedure  for  the  control  of  security  issues,  and  to  tht 
proposed  control  of  labor  rclationshi|is. 

Debate  on  the  Cummins  bill  began  in  the  Senate  on  De- 
cember 2.  1919,  immediately  after  tlie  reconvening  of  Congre» 
and  lasted  till  December  30.  In  the  debate  on  the  floor  of  the 
Senate  opposition  was  centered  on  ibc  provisions  for  the 
immediate  return  of  the  roads  to  their  private  owners,  for  the 
inclusion  of  a  guaranty  during  3  specified  term  following 
their  return,  for  nuking  available  a  loan  fund  for  the  uw 
of  the  railroads,  for  the  creation  of  a  Transportation  Boini, 
for  the  compulsory  consolidation  of  the  carriers,  for  the 
establishment  of  a  rule  of  rate-making,  for  tiw  arbitration  of 
labor  disputes,  and  for  the  enactment  of  an  anti-strike  cbuKi 

In  the  meantime  the  Esch  bill,  whtdi  Iiad  been  passed  hj 
the  House  of  Representatives  on  November  17,  was  submitletl 
to  the  Senate  for  action.  On  motion  of  Senator  CumnuQi 
the  Senate  bill  was  substituted  for  the  House  bill,  and  after 
a  rejection  of  the  amciidinent  jirojxtsed  by  Setuilor  LaFoUeHc 
for  the  extension  of  Federal  Control  for  a  period  of  two 
years,  the  Cummins  bill  (as  an  amendment  to  the  House 
measure)  was  passed  by  the  Senate  on  December  20,  1919. 
The  two  bills  were  then  referred  to  a  joint  Conference  Com- 
mittee of  the  two  bouses  for  the  conciliation  of  their  dif- 
ferences. 


In  view  of  the  fact  that  a  detailed  analysis  of  the  Tram- 
portation  Act  as  passed,  whicli  resulted  from  the  adjustmcat 
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of  ihe  differences  between  the  House  and  Senate  measures, 
will  be  presented  in  subsequent  pages,  it  is  unnecessary  to  set 
forth  at  length  the  specific  provisions  of  the  Esch  bill  and  the 
Cummins  bill.  It  will  he  useful,  however,  to  indicate  briefly 
the  chief  points  of  agreement  between  ihem.  their  dislinctive 
conflicts  of  viewpoint,  and  the  character  and  direction  of  the 
compromises  thai  were  reached. 

With  regard  to  a  number  of  important  elements  in  the 
solution  of  the  railroad  problem,  ttie  Esch  hill  and  Ihe  Cum- 
mins bill  were  in  substaiitinl  agreement.  They  both  provided 
for  the  return  of  the  roads  to  private  management  as  soon 
as  Ihe  pending  legislaliun  was  enacted.  By  way  of  transi- 
tional safeguards,  provision  was  included  in  both  measures 
for  the  continuance  of  the  rate  schedules  prevailing  at  the 
termination  of  Federal  Control,  and  explicit  procedure  was 
outlined  for  necess^iry  advances.  In  addition,  the  guaranteed 
standard  retuni  was  to  remain  operalive,  for  such  roads  as 
chose  to  avail  themselves  of  its  terms,  for  a  period  of  six 
months  immediately  following  the  restoration  of  private  man- 
agement. The  need  of  federal  regulation  of  security  issues 
and  capital  cxpcndilures  was  recognized  in  both  measures — 
the  function  of  supervision  being  vested  in  the  Ititerstate  Com- 
merce Commission  by  the  Esch  bill  and  in  the  Transportation 
Board  by  the  Cummins  bill.  As  a  complement  to  the  power 
over  security  issues,  and  as  an  aid  to  effective  public  control 
over  the  financial  return  of  the  carriers,  authority  to  regulate 
extensions  was  vested  in  the  Government,  the  House  bill 
prohibiting  railroad  extensions  without  a  certificate  of  con- 
venience and  necessity  from  the  Commission,  and  the  Senate 
bill  requiring  similar  approval  of  the  Board.  The  rate-making 
power,  in  both  measures,  was  extended  to  include  minimum 
as  well  as  maximum  rates,  and  also  joint  rates  and  their  divi- 
sion or  apportiunment.  The  dominance  of  federal  authority 
in  rate  regulation,  in  eases  involving  conflict  with  the  action 
of  state  legislatures  or  administrative  bodies,  was  accorded 
explicit    rccugnitiofl.      Many   of    tlic   provisions   relating    to 
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service,  and  (o  such  measure  of  unification  as  falls  shon  of 
actual  consolidation  of  railroad  sy&tems,  reflected  sioidv 
aereeiiMnt  between  the  two  houses.  The  power  to  onte 
acquisition  of  adequate  cquipmcnl  and  faciliiiej  was  vtSUA 
in  the  Government,  as  well  as  authority  over  rule»  and  rega- 
lationt  governing  car  service.  In  time  of  emergency,  includiag 
periods  of  equipment  shortage  and  traffic  congestion,  dv 
federal  administrative  agency  was  authorized  to  require  the 
use  of  equipment  without  r^ard  to  ownership,  providing 
1  scliedules  of  charges  for  such  use,  and  to  direct  priorities  is 
freight  shipments,  imposition  of  embargoes,  resort  to  the 
permit  system,  and  the  joint  use  of  terminal  facilities. 

The  differences  between  (he  two  measures  were  many,  and  of 
varying  importance.  The  most  significant  of  them  arose  oW 
of  the  distinctive  features  of  the  Senate  enactment.  They  coo- 
cerncd  four  outstanding  problems:  the  character  of  the  adjust- 
ments to  be  made  in  the  machinery  of  regulation ;  the  public  atti- 
tude to  be  adopted  toward  the  ntaJntenance  of  competition  awl 
the  constructive  stimulation  of  cooperative  arrangements;  the 
financial  safeguards — from  the  standpoint  both  of  the  carriers 
and  the  public — to  be  included  in  the  new  legislation ;  and  tlie 
question  of  labor  relationships. 

y  With  regard  to  machinery  of  regulation  the  House  and  Senate 
measures  were  radically  divergent  in  approach.  The  Each  biB 
centered  all  authority,  as  in  the  past,  in  the  Interstate  Conuneroe 
Commission,  merely  increasing  its  membership  from  nine  to 
eleven.  Tlie  Commission  was  to  retain  all  the  functions  vested 
in  it  by  the  Act  to  Regulate  Commerce,  as  amended,  and  in 
addition  was  to  exercise  the  further  duties  and  responsibilities 
involved  in  the  substantive  changes  introduced  by  the  new  legis- 
lation. The  Cummins  bill,  on  the  other  hand,  proposed  s  radi- 
cal redistribution  of  authority.  In  the  first  place,  as  a  (otmdi* 
tion  for  the  fuiKtioning  of  the  projected  regulatory  midUaerr. 
provision  was  ntade  for  federal  incorporation  of  all  railmdi 
eogtged  in  interstate  commerce,  with  the  added  rcqitirenvcnl 
that  each  corporation  sliall  include  in  its  board  of  directors  two. 
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sf  the  differences  between  the  House  and  Senate  measures, 
will  be  presented  in  subsequent  pages,  it  is  unnecessary  to  set 
forth  at  length  the  specific  provisions  of  the  Esch  bill  and  ihc 
Cumniini.  bill.  It  will  be  useful,  however,  to  indicate  briefly 
the  chief  points  of  agreement  between  them,  their  distinctive 
conflicts  of  viewpoini,  and  the  character  and  direction  of  the 
tonipromises  that  were  reached. 

With  regard  to  a  number  of  important  elements  in  the 
solution  of  the  railroad  problem,  tlic  Esch  bill  and  the  Cum- 
mins bill  were  in  sul>slanlial  agreement.  They  both  provided 
for  the  return  of  the  roads  to  private  management  as  soon 
as  the  pending  legislation  was  enacted.  By  way  of  transi- 
tional safeguards,  provision  was  included  in  both  measures 
for  the  continuance  of  the  rate  schedules  prevailing  at  the 
termination  of  Federal  Control,  and  explicit  procedure  was 
outlined  for  necessary  advances.  In  addition,  the  guaranteed 
standard  return  was  to  remain  operative,  for  such  roads  as 
chose  to  avail  themselves  of  hs  terms,  for  a  period  of  six 
months  immediately  following  the  restoration  of  private  man- 
agement. The  need  of  federal  regulation  of  security  issues 
and  capital  expenditures  was  recognized  in  both  measures— 
the  function  of  supervision  being  vested  in  the  Interstate  Com- 
merce Commission  by  the  Esch  bill  and  10  the  Transportation 
Hoard  by  the  Cummins  bill.  As  a  complement  to  the  power 
over  security  issues,  and  as  an  aid  to  effective  public  control 
over  Ihc  financial  return  of  the  carriers,  authority  to  regulate 
extensions  was  vested  in  the  Government,  the  House  bill 
prohibiting  railroad  extensions  without  a  certificate  of  con- 
venience and  necessity  from  the  Commission,  and  the  Senate 
bill  requiring  similar  approval  of  the  Board.  The  rate-making 
power,  in  t)ot}i  measures,  was  extended  to  include  minimum 
as  well  as  maximum  rates,  and  also  joint  rates  and  their  divi- 
sion or  apiiortionmcnt.  The  dominance  of  federal  authority 
in  rate  regulation,  in  cases  involving  conflict  with  the  action 
of  state  legislatures  or  administrative  bodies,  was  accorded 
explicit    recognition.      Many  of    the   provisions   rdatiiig    10 
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Intcrslate  Commerce  Commission,  sucli  approval  to  be  panted 
when  ihe  projected  measure  of  unification  is  deemed  to  be  m 
the  public  intercut.  Tlic  Cummins  bill,  on  the  other  hand, 
provided  for  cuiiipulsor)-  consolidation  of  all  the  railroads  into 
not  less  llian  twenty  and  not  more  than  thirty-five  tnuuporta- 
ti<in  systems,  in  conformity  with  a  plan  de^Hscd  and  adopted 
by  the  Transportation  Board,  with  the  approvaj  of  Ihe  Inter- 
state Commerce  Commission,  each  system  to  be  owned  and 
operated  by  a  distinct  federal  corporation.  Consolidation  waa 
to  be  voluntary  if  accomjilislied  within  a  period  of  seven  yean 
and  compulsory  thereafter.  Wltether  v(duntary  or  compulsory, 
the  consolidations  were  required  to  be  in  harmony  with  the 
general  plan  adopted  by  the  IJoard,  the  capitalization  of  the 
various  systems,  in  each  instance,  not  exceeding  the  value  of 
the  constituent  iM'opertics  as  oflkially  determined ;  and  the 
arrangement  of  the  new  systems  beuig  so  adju&ted,  with  refer- 
etKe  to  existing  conditions  of  competition  and  chaimeb  of 
trade,  as  to  enable  each  corporation,  with  uniform  rates  aad 
under  efficient  management,  to  earn  substantially  the  same  rale 
of  return  on  the  value  of  its  property.  Tl»e  Cummins  bill  ihut 
contemplated  an  extensive  program  of  unification,  both  as  aa 
aid  to  operating  efficiency  and  as  a  means  of  solving  the  prob- 
lem of  the  strong  and  weak  roads. 

Tlie  financial  provisions  of  Ihe  two  measures  were  strikingly 
divergent.  The  Esch  bill  defined  tw  rule  of  rate-making,  pro-  ■ 
vidcd  no  scheme  for  ihe  creation  of  railroad  groups  or  rale  % 
districts,  included  no  government  "guaranty"  as  part  of  pef> 
manent  railroad  policy,  and  established  no  principles  or  ma- 
cfiincry  for  the  appropriation  or  use  of  excess  earnings.  Rate 
rt^ulation— extended  to  include  minimum  rates,  and  joint  rales 
and  their  apportionment — was  to  be  exercised  on  the  tradittonal 
basis  by  the  Interstate  Commerce  Coiranisston.  The  fiiiaiidal  'i 
provisions  of  the  Cummins  bill  in\-olved  a  marked  departt 
from  traditional  policy.  In  the  regulation  of  rates  and  charKC 
the  Inicrstaic  Commerce  Commission  was  rlirected.  in  the  fttsl 
places  to  divide  the  coimtry  into  rate  districts  and  the  nulrt»dl>1 
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representatives  of  the  dassified  employees  and  two  representa- 
tives of  the  Government.  The  Interstate  Commerce  Commis- 
sion was  to  exercise  power  to  fix  just,  reasonable,  and  adequate 
rates  and  charges,  to  determine  the  valuation  of  railway  proper- 
lies,  to  prescribe  uniform  accounting  sy»tenis,  to  approve  con- 
sdidations,  aiid  to  perform  all  other  functions  traditionally 
vested  in  it  except  those  transferred  to  the  new  Transportation 
Board.  Provision  was  then  made  for  the  creation  of  a  Trans- 
portation Board,  composed  of  five  members,  to  be  appointed 
by  the  President.  The  jurisdiction  of  the  Board  was  very 
exlensi\'e.  It  was  vested  with  authority — either  by  way  of 
transfer  from  the  Commission  or  through  the  extension  of  the 
scope  of  public  control — to  exercise,  among  others,  the  follow- 
ing important  functions:  to  pre|Uire  and  adopt,  subject  to  the 
approval  of  the  Interstate  Commerce  Commission,  the  plan  of 
railroad  consolidation  contemplated  by  the  measure ;  to  conduct 
continuous  inquiry  concerning  transportation  needs  and  rail- 
road facilities,  the  stale  of  railroad  credit,  and  the  capital  de- 
mands of  the  carriers ;  to  exercise  exclusive  and  plenary  jurts- 
dktion  over  the  issuance  of  securities;  to  administer  such 
specilic  legislative  enactments  as  the  car  service  act,  the  safety 
appliance  act.  the  boiler  inspection  act.  and  the  hours  of  service 
act ;  to  provide,  when  necessary,  for  the  redistribution  of  traffic 
and  the  joint  use  of  terminals  and  other  facilities ;  to  serve  as  a 
board  of  fbal  appeal  in  tabor  disputes;  to  represent  the  public 
interest  in  hearings  before  the  Interstate  Commerce  Commis- 
sion :  and  to  recommend  to  Congress,  from  time  to  time,  such 
transportation  measures  as  are  calculated  to  promote  the  public 
welfare. 

Bodt  measures  modified  the  traditional  policy  of  enforced 
competition  and  provided  for  orderly  cooperation  between  the 
carriers.  But  the  method,  extent,  and  conditions  of  cooperation 
were  fundamentally  different.  The  provisions  of  the  Esch  bill 
were  permissive  in  character.  The  consolidation  or  merger  of 
two  or  more  railroad  properties,  or  the  pooling  of  their  traffic, 
earnings,  or  facihties,  was  made  subject  to  the  approval  of  the 
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three  Boards  of  Adjustment.  Upon  failure  to  reach  an  agro- 
ment  tn  any  Board  of  Adjustment  omr-hatf  of  its  members 
were  authorized  to  »ithmit  the  matter  in  controversy  to  the  ap- 
propriate Commission  on  Labor  Disputes.  Each  of  these 
Boards  of  Adjustments  and  Commissions  on  Labor  ^spntn 
was  to.be  composed  of  an  equal  numt>cr  of  representatires  ot 
specified  classes  of  railroad  labor  and  of  the  railroad  exeai- 
lives.  It  was  provided  that  in  all  labor  controversies  the  ordi- 
nary methods  of  private  settlement  shall  first  be  resorted  lo,  the 
public  machinery  beinj;  invoked  only  when  a  clear  need  emerges 
for  the  services  of  these  Boards  and  Commissions,  and 
penalties  were  imposed  for  failure  to  utilize  these  instrumen* 
ties  for  the  adjustment  of  labor  relationships.  By  com> 
parison  with  these  stipulations  for  the  voluntary  public  sel- 
tlement  of  labor  controversies,  the  provisions  of  the  Cum- 
mins bill  were  much  more  far-reaching  and  incisive.  Pro" 
vision  was  made  for  the  creation  of  a  Committee  of  Wa^s  and 
Working  Conditions  and  of  three  Regional  Boards  of  Adjust- 
ment,  these  agencies,  in  each  case,  being  equally  representative 
of  the  employees  and  the  carriers.  The  jurisdiction  of  the 
Committee  was  to  extend  to  all  matters  involving  wages  and 
working  conditions  among  railway  employees,  and  to  the  settle* 
ment  of  controversies  referred  to  it  by  the  Regional  Boards  of 
Adjustment  because  of  failure  lo  reach  a  decision.  Dectsioot 
of  the  Committee  were  to  take  effect  when  approved  by  the 
Transportation  Board,  and  in  case  of  deadlock  in  the  Corn- 
mitlee.  controversies  were  to  be  referred  to  that  Board  for 
final  settlement.  There  was  a  specific  statutory  declaration 
that  wages  aiKl  working  conditions  in  the  business  of  the  car- 
riers shall  be  just  and  reasonable,  and  the  Committee  wu 
directed,  in  determining  the  justice  and  reasonableness  of  labor 
adjustments,  to  take  into  consideration  the  scale  of  wages  paid 
for  similar  kinds  of  work  in  other  industries,  the  relation  be- 
tween wages  and  the  cost  of  living,  the  hazards  of  the  employ- 
ment, the  training  and  skill  required,  the  deitree  of  respooii- 
bitity  involved,  and  the  character  and  regularity  of  the  em; 
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nto  rMt  groups.  TJie  Coimnission  was  then  cnjuincd  to  cxcr- 
dse  its  aulhorily  in  accordance  with  a  statutory  rule  providing 
that  the  railroads  as  a  whole,  in  each  rate  group,  will  be  allowed 
to  earn  an  aggregate  annu^il  net  o[>eTating  income  equal  as  nearly 
as  may  be  to  five  and  nne-h;ilf  per  cent,  on  the  total  value  of 
tireir  property  used  in  the  transportation  service,  and  that  they 
may  he  allowed  to  retain  an  additional  onv-half  of  one  per  cent. 
for  invcstmeni  in  non-productive  iniptovwneiits  thai  cannot  be 
capitalized.  In  1925,  and  at  intervals  of  five  years  thereafter, 
the  Commission  was  authorized  to  adopt  such  modifications  of 
(he  five  and  one-half  per  cent,  basis  of  return  as  might  in  its 
judgment  be  deemed  necessary  or  desirable.  Furthermore, 
each  carrier  was  required  to  create  an  independent  reserve 
ftrod.  through  accumulation  of  excess  earnings,  (or  the  support 
of  its  own  credit,  and  a  general  railroad  contingent  fund  was  to 
be  created,  largely  out  of  the  excess  earnings  of  the  more  pros- 
perous roads,  for  the  support  of  the  transportation  system  as  a 
whole.  The  carriers  could  draw  upon  ihtir  own  reserves  (or 
the  paynicnl  of  interest  or  dividends  whenever,  and  to  sudi 
extent  as,  their  operating  intomc  is  not  equal  to  the  sL\  per 
cent,  provided  for  in  the  rule  of  rate-making.  The  general  rail- 
road contingent  fund  was  to  be  administered  by  the  Board  for 
the  "furtlierance  of  the  public  interest  in  railway  transporta- 
tion," more  especially  for  diminishing  congestion  and  interrup- 
tion of  the  service,  through  the  purchase,  lease,  or  rental  of 
equipment  and  (acilities  to  be  u&ed  by  the  roads,  or  through  the 
extension  of  loans  to  such  carriers  as  needed  and  merited  the 
strengthening  of  their  independent  credit  position. 

Finally,  the  House  and  Senate  enactments  differed  in  their 
attitude  toward  labor  relationships.  The  Esch  bill  provided 
for  the  creation  of  three  Boards  of  Adjustment,  each  author- 
ized to  hear  and  decide  in  the  first  instance  all  controversies 
between  the  railroads  and  various  classes  of  employees  with 
r^ard  to  wages,  hours  of  service,  and  conditions  of  employ- 
ment, and  three  Commissions  on  Labor  Disputes,  authorized 
to  raider  final  decisions  on  all  matters  referred  to  them  by  the 
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On  Febniary  21,  1920,  the  Conference  bill  was  passed  in  tbe 
House  of  Keprcscniutives,  without  amendment,  by  a  vote  ol 
350  to  150.  The  affirmative  votes  were  cast  by  205  Republi- 
cans and  45  Democntls,  while  t)tc  votes  in  opposition  were  C2>t 
by  125  Democrats,  23  Republicans,  and  2  members  uiufliliatcd 
with  the  major  political  parlies.  In  the  Senate  the  Conference 
report  was  adopted  and  the  bill,  as  submitted,  passed  on 
ruary  23,  192a  The  vole  was  47  lo  17,  the  affirmative 
supported  by  32  Republicans  and  15  Democrats  and  the  »c{S' 
tivc  by  14  Denwcrats  and  3  Republicans.  The  Conference  UD, 
as  passed  by  Congress,  was  sent  to  President  Wihon  on  Febru- 
ary 25.  After  submitting  the  measure  for  expressions  of 
opinion  to  Attorney-General  Palmer  and  Director-General 
Hincs,  tlic  President  signed  the  bill  on  Fcbruar)-  28,  1920,  mi 
it  thereby  became  tlic  Transportation  Act  of  1920.* 

The  E«ch-Cummins  Act  preserved  the  form  and  structure  of 
(he  House  measure,  and  its  substantive  provisions  were  also  a 
much  closer  approximation  to  the  Esch  bill  than  to  the  Cum- 
mins bill.  The  Senate  receded  from  most  of  its  distinciiTe 
policies.  While  there  was  much  compromise  between  the 
House  and  Senate  conferees  with  regard  to  relatively  unim- 
portant provititons,  the  Senate  yielded  on  mnst  of  the  issues 
possessing  major  significance.  The  new  legislation  emerged, 
in  most  respects,  as  an  outgrowth  of  established  principles  and 
tried  experience.  All  but  one  of  the  novel  or  so-called  "revo- 
lutionary" features  of  the  Cummins  bill  were  rejected.  Tbe 
financial  provisions  of  the  Act  constitute  a  virtual  adoption  of 
the  stipulations  of  the  Senate  measure.  The  price  of  their 
acceptance  by  the  House  conferees  was  agreement  by  the  Sen- 
ate not  to  press  its  claims  for  radical  change  tn  the  organization 
of  the  carriers,  in  the  machinery  of  their  regulation,  or  in  Ibe 
legal  attitude  toward  the  activities  of  railroad  labor. 

Tlie  American  people  seemed  weary  of  the  extensive  govern- 
ment partici)>.itton  in  economic  enterprise  and  the  intimate  pub- 
lic control  of  industrial  relationships  that  had  accompanied  the 

'Public  Act  No.  15:^  Sixty-itxlh  CooKreas- 
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war  effort,  and  opinion  was  inhospitable  to  the  adoption  of 
untried  experimental  policies  as  pari  of  (he  permanent  railroad 
.idjustment.  Moreover,  many  of  the  proposals  of  the  Senate 
measure  were  bitterly  resented  by  special  interests.  Organized 
labor  as  a  whole,  in  addition  to  the  vast  body  of  railway  em- 
ployees, viewed  wilh  deep  concern  the  projected  encruachmcnt 
upon  the  wage-earner's  "inherent  rig^it"  to  strike.  Tlic  specific 
limitalton  of  railroad  returns  and  the  recapture  o£  excess  earn- 
ings by  the  Government  naturally  encountered  the  vigorous,  if 
unavailing,  opposition  of  railroad  executives  and  security  hold- 
ers. The  governing  and  reguhlory  officials  of  the  states,  and 
the  surviving  champions  of  the  principle  of  state  rights,  looked 
with  marked  disfavor  upon  the  possible  adoption  of  the  policy 
of  federal  incorpcration.  And  the  advocates  of  "business 
freedom" — ^a  numerous  and  influential  group — regarded  as 
fundamentally  restrictive  in  spirit  the  possible  increase  of  pub- 
lic administrative  agencies,  the  actual  participation  of  labor  and 
the  Govcrtunent  in  the  directing  machinery  of  the  railroad 
corporations,  and  the  public  formulation  of  plans  of  railroad 
consolidation  and  their  compulsory  imposition  upon  the  car- 
riers. The  time  was  not  ripe,  apparently,  for  the  wholesale 
adoption  of  novel  principles  and  untried  expedients  of  railroad 
regulation.  Many  extensions  of  public  authority  were  incor- 
porated into  the  Transportation  Act,  a  number  of  inconsisten- 
cies and  hampering  restrictions  of  traditional  policy  were  elim- 
inated, and  some  new  channels  of  constructive  approach  were 
cautiously  entered  upon.  But  for  the  most  part  the  modified 
superstructure  was  built  on  the  old  foundations.  These  cir- 
cumstances may  prove  to  constitute  both  the  strength  and  the 
weakness  of  the  new  legislation.  The  difficulties  of  sharp 
transition  may  have  been  avoided,  but  the  persistence  of  wide 
differences  of  opinion  as  to  the  proper  mode  of  solving  the 
railroad  problem,  together  with  the  compromise  character  of 
the  actual  adjustment,  may  portend  lack  of  permanence  and 
stability  in  the  enacted  settlement. 
We  shall  now  undertake  a  systematic  analysis  of  the  out- 
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standing  provisions  of  the  Transportation  Act.  An  interprcti 
lion  of  the  character  of  the  adjustment  will  be  reserved  for  Ibc 
following  chapter. 


* 


§.?.     The  Transitional  Saff guards 

ispoTtation  Act  first  made  provision  for  the  winding 
up  of  matters  arising  out  of  public  operation,  and  estabUshed 
safeguards  deemed  essential  for  the  period  of  tranititioa  tn  Jl 
priv.-ite  management."  While  these  stipulations,  dealing  wilJiV 
the  termination  of  Federal  Control,  now  possess,  for  tite  most 
part,  a  purely  historical  interest,  they  were  exceedingly  impor- 
tant to  the  carriers,  and  constitute  a  significant  and  intcgnl  ptrt 
of  the  legislation. 

Federal  Control  was  declared  to  terminate  March  i,  1920, 
and  thereafter  the  President  was  denied  the  right  to  exercise 
any  of  the  powers  vested  in  him  by  the  Federal  Control  Act, 
except  tliat  the  authority  of  the  Government  to  lake  possession 
and  assume  control  of  the  transportation  system  as  a  war  meu- 
ure,  conferred  upon  the  President  by  the  Act  of  August  29. 
igi6,  was  specifically  reserved.  The  President  was  thai 
directed  to  adjust  and  settle  all  matters,  including  compensa- 
tion, arising  out  of  Federal  Control.  For  these  purposes  ibt 
Act  made  available  all  balances  in  the  revolving  funds  thereto- 
fore appropriated,  all  receipts  from  the  operation  of  the  prop- 
erties, all  repayments  of  loans  to  the  Government  by  the  rail- 
road corporations,  and  in  addition,  the  sum  of  %200fxioflao 
therein  appropriated.' 

In  effecting  settlement  of  compcnsAtian  with  carriers  whose 
properties  had  been  operated  by  the  Government  but  with 
which  no  contracts  bad  been  made,  the  F^sident  was  em- 
powered, upon  tlic  request  of  these  carriers,  to  pay  such  part 
of  wliat  he  deemed  fair  compensation  as  the  carrier  might 

*  TraniporlalioR  Act,  igoo,  Title  II,  Tenninatioa  ot  Federal  CoBlrol 
Seo,  joo-jia 
'/!•!*,  Scci.  Ma,  200. 
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need  for  the  payment  of  interest,  taxes,  and  other  corporate 
charges  and  expenses  specified  in  the  standard  contract,  ac- 
cruing during  tlie  period  for  which  compensation  was  due.  and 
also  such  amounts  as  were  required  for  the  payment  of  divi- 
dends applicable  to  such  period.  While  the  acceptance  of  th« 
benelils  of  tliesc  provisions  was  not  to  deprive  the  carrier  of 
additional  compensation,  under  the  Federal  Gjntrol  Act,  it 
was  lo  be  conxlrved  as  acquiescence  with  the  terms  of  settle- 
ment proWdttl  by  law,  and  was  to  obligate  the  carrier  to  repay, 
with  interest  at  6  per  cent.,  such  part  of  the  advances  as  ex- 
ceeded the  amount  of  compensation  determined  to  be  lawfully 
due  to  the  carrier  in  subsequent  proceedings." 

Provision  was  also  made  for  the  reimbursement  of  "deficits" 
in  railway  operating  income  suffered  during  the  period  of  Fed- 
eral Control,  or  any  part  thereof,  by  the  carriers  which  operated 
their  own  railroads  or  systems  of  transportation,  independently 
of  the  Untied  Slates  Railroad  Administration.  In  view  of  the 
extraordinary  conditions,  both  as  to  revenue  from  rates  and 
ejtpcnscs  of  operation,  prevailing  during  the  twenty-six  months 
of  Federal  Control,  the  obligation  was  assumed  by  the  Govern- 
ment to  pay  such  carriers  an  amount  determined  by  the  differ- 
ence, "for  e%'ery  month  of  the  period  of  Federal  Control  dur- 
ing whicli  its  railroad  or  system  of  transportation  was  not 
under  Federal  operation."  between  its  "Federal  control  return" 
and  its  "test  period  return"  for  the  corresponding  month. 
Specific  and  detailed  procedure  was  enacted  for  the  computa- 
tion of  these  "deficits,"  involving  the  balancing  of  a  series  of 
monthly  credits  to  the  carriers  and  to  the  United  States,  such 
sum  being  payable  to  each  carrier  as  resulted  from  the  excess 
of  its  credits  over  the  credits  of  the  Government." 

Finally,  necessary  machinery  was  created  and  legal  proce- 
dure was  outlined  for  the  prosecution  of  causes  of  action  aris- 
ing out  of  Federal  Control,  Actions  at  law  and  proceedings 
in  equity  or  in  admiralty  whtcli,  but  for  (he  intervention  of 

■  Ibid..  See.  303. 
•/tit.  Sec.  J04. 
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Federal  Control,  could  have  been  brought  against  the  carrier 
immediately  involved,  were  re<juired  to  be  brought,  not  later 
than  two  years  after  the  enactment  of  the  statute,  against  an 
agent  of  the  United  States  to  be  appointed  by  the  President 
within  thirty  days  after  tlie  passage  o£  the  act.    The  litigation 
and  adjustment  of  claims  under  this  appointment  constitute 
the  chief  duties  o(  the  Director-General  of  Railroads  since  tlw 
restoration  of  private  management.    Complaints  for  reparation 
because  of  damage  resulting  from  the  collection  or  enforce- 
ment, under  Federal  Control,  of  unjust,  or  unreasonable,  or 
unduly   discriminatory    rates,    fares,    charges,    classtiicalioiu, 
regulations,  or  practices  might  be  filed  with  the  Interstate  Com- 
merce Commission,  against  the  agent  designated  by  the  Prei|^| 
dent,  the  petition  to  indicate  the  carrier  involved.    The  Con^^ 
mission  was  authorized  to  hear  and  decide  such  complaints  in 
accordance  with  Ihe  provisions  of  the  Act  to  Rt^tate  Coii^| 
merce,  all  reparations  and  awards  rendcrc<l  against  tlic  ageiff^ 
of  the  Goventment  to  "be  promptly  paid  out  of  the  rcvolvinj 
fund."  •• 


1 


The  foregoing  provisions  concern,  primarily,  matters  of ; 
cedure  involved  in  the  winding  up  of  Federal  Conlrol.    They 
deal  with  events  that  transpired  previous  to  the  termination  O^h 
the  period   of  government  manngemem,  and   their  tnfluencj^ 
upon  the  future  is  limited  to  the  adjustment  of  accrued  finan- 
cial claims  of  private  individuals  and  particular  carriers.    I^^h 
addition  to  these  essential  stipuL-itions.  however,  the  Transpo^l 
talton  Act  incorporated  certain  tran>itional  saf^uards  that 
constitute  important  elements  of  railroad  policy  rather  than 
mere  administrative  details.    Though  some  of  them  have  now 
ceased  to  operate  directly,  they  have  all  exerted  and  are  con- 
tinuing to  exert  a  strong  influence  upon  the  current  status  and 
future  development  of  the  transportation  industry.     These 
transitional  safeguards  provided  for  the  funding  of  the  in- 
debtedness of  the  carriers  to  the  United  Stetcs  Govenunenti 

"/MJ.,  Sec  906. 
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for  the  extension  of  (he  ^araniy  of  a  standard  return  after 
the  termination  of  FHeral  Control;  and  for  the  provisioo  o£ 
funds  to  be  used  for  new  loans  to  the  railroads. 

In  the  first  place,  in  order  to  relieve  the  carriers  from  the 
necessity  of  repaying  to  the  Government  immediately  the  capi- 
tal expenditures  incurred  in  their  behalf  in  the  course  of  Fed- 
eral Control — and  thereby  strcoKthcn  their  current  credit  posi- 
tion, and  enable  tlicm  to  formulate  more  freely  and  deliberately 
their  future  fmancial  plans — provision  was  made  for  the  fund- 
ing of  accrued  indebtedness.  Tlie  I'residcnt  was  directed  to 
ascertain  the  amount  due  to  the  United  States  from  each  car- 
rier because  of  additions  and  betterments  properly  chargeable 
to  the  capita!  account,  the  amount  of  indebtedness  of  such 
carrier  to  the  Government  otherwise  inairred,  and  the  amount 
due  to  each  carrier  from  the  United  States  arising  out  of  Fed- 
eral Control,  The  obligations  of  the  Government  to  the  car- 
riers might  be  set  oflf  against  the  indebtedness  of  the  carriers  to 
the  United  States  35  deemed  wise  by  the  President,  but  only  to 
the  extent  permitted  by  the  standard  contract  or  other  agree- 
ments made  with  the  carriers,  or  in  the  absence  of  such  con- 
tracts or  agreements,  to  such  extent  ontj-  as  will  not  deprive  the 
carrier  of  the  sums  necessary  for  the  payment  of  interest, 
taxes,  are)  corporate  cliarges  and  expenses  accruing  during 
Federal  Control,  together  with  the  amounts  required  to  cover 
dividends  declared  and  paid  during  the  course  of  public  opera- 
tion Or  applicable  to  any  part  of  that  period ;  and  provided, 
further,  "that  such  right  of  set-off  shall  not  be  exercised  unless 
there  shall  have  first  been  paid  such  sums,  in  addition,  as  may 
be  necessary  to  provide  the  carrier  with  working  capital  in 
amount  not  less  than  one  twenty-fourth  of  its  operating  ex- 
penses for  the  calendar  year  1919."  The  remaining  indebted- 
ness of  the  carrier  to  the  Go»-emment  was  to  be  fun<Icd,  at  the 
request  of  the  carrier,  for  a  period  of  ten  years  or  less  (at  the 
option  of  each  railroad  corporation)  with  interest  at  the  rate 
of  6  per  cent.,  payable  semi-annually,  the  privilege  being  re- 
served to  each  carrier  to  pay  the  whole  or  any  part  of  tbc 
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indebtedness  on  any  interest  [payment  (late.  This  funded  d^ 
was  to  be  supported  by  security,  within  tlie  discretion  of  the 
President,  "in  such  form  and  upon  such  terms"  as  he  mifhi 
prescribe.  The  railroads  were  empowered  to  issue  the  neces- 
sary evidences  of  indebtedness  "without  the  atiihorizatkii  or 
approval  of  any  authority,  Stale  or  Federal,  ami  without  cocn- 
plianoe  with  any  requirement.  Stale  or  Federal,  as  to  notifies* 
lion."  " 

Secondly,  in  order  to  reduce  the  dangers  of  financial  eni- 
hiirrassmeiit  and  possible  failure  of  railroad  corporations  that 
might  accompany  the  transition  to  private  management— in 
view  of  the  obvious  inadequac)-  of  the  existing  rate  level  and 
lite  relative  permaneiKe  of  prevailing  operating  costs — it  was 
deemed  ncccssar>'  to  continue,  temporarily,  the  guaranty  of 
earnings  that  had  pre^-ailed  during  the  period  of  Federal  Con- 
trol, It  was  first  provided,  as  a  basis  for  the  extension  of  the 
guaranty,  that  all  rates  in  effect  at  the  termination  of  Federal 
Control  shall  remain  in  force  until  changed  by  competent  ati- 
thority :  that  no  reduction  in  such  rates  shall  be  made  prior  to 
Septonber  i,  1920,*  without  the  approval  of  the  Interstate  Coni* 
merce  Commission  ;  and  that  all  existing  divisions  of  joint  nies 
shj^l  continue  to  he  operative  unlit  changed  hy  mutual  agree- 
ment between  the  interes1e<l  carriers,  or  by  public  authority." 
These  provisions  were  designed  to  assure  the  carriers  of  the 
benefit  of  the  rate  increases  that  had  been  made  during  (he 
period  of  Federal  Control,  and  to  pre\'cnt  the  improper  manipu- 
lation of  charges,  during  tlie  transitional  period  for  which  the 
guaranty  was  to  be  extended,  to  the  advantage  of  the  carrier) 
and  at  the  expense  of  the  Govcmmenl.  It  was  then  pro\-ided. 
substantially,  that  the  Covemmenl  would  guarantee  to  the  car- 
riers, for  a  period  of  six  months  beginning  March  i,  1920,  the 
equivalent  of  the  standard  return  paid  to  them  during  Federal 
Control.  In  the  case  of  carriers  with  which  contracts  for  com- 
pensation had  been  made  under  the  Federal  Control  Act,  the  | 

"  Ibid..  Sec.  307. 
"/Wrf^Secaoer 
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amount  guarameed  for  the  transitional  six  months  was  to  pro- 
vide 3  niilway  operating  income  equal  to  not  less  than  one-half 
of  th«  annual  compensation  contracted  for,  or  such  proportion 
of  any  lump  sum  agreed  upon  as  the  six-month  period  bears  to 
Oie  entire  period  of  Federal  Control,  In  the  case  of  carriers 
with  which  no  contracts  for  compensation  had  been  made,  but 
which  were  entitled  to  Ihc  standard  return  provided  in  the 
Federal  Control  Act,  the  amount  of  guaranty  was  to  equal 
one-half  of  the  just  annual  compensation  as  estimated  by  the 
President,  or  as  determined  in  subsequent  proceedings.  The 
earners  were  free  to  operate  without  the  protection  of  the  Gov- 
ernment guaranty,  or  to  avail  tlicmselves  of  these  provisions  by 
filing  with  the  Interstate  Commerce  Commi$<;ion,  not  later  than 
March  15,  1920,  a  written  statement  accepting  the  terms  and 
conditions  of  the  guaranty  as  specified.  Such  acceptance  obli- 
gated the  carriers  to  pay  into  the  Treasury  of  the  United  Slates 
any  excess  in  actual  return  above  the  minimum  railway  operat- 
ir^  income  guaranteed  by  taw,  except  that  any  carrier  might 
retain  out  of  such  excess  earnings  "any  amount  necessary  to 
enable  it  lo  pay  its  fixed  charges  accruing  during  the  guaranty 
period."  Upon  application  to  the  Interstate  Commerce  Com- 
mission,  carriers  were  enabled  to  secure  advances,  from  lime 
to  time,  of  such  sums,  "not  in  excess  of  the  estimated  amount 
necessar>*  to  make  good  the  guaranty,"  as  might  be  required  in 
order  to  meet  fixed  charges  and  operating  expenses,  upon 
agreement  by  the  carriers  that  they  would  repay  to  the  United 
States,  with  interest  at  6  per  cent.,  any  amounts  received  from 
such  advances  in  excess  of  the  guaranty  as  subsequently  de- 
termined.'* 

Ftnalty,  for  the  purpose  of  enabling  the  railroads  "properly 

■/frW,.  Sec  200.  The  American  Railway^  ExprcM  Company  was  a\*o 
gtiaramc«<l  aR^inst  a  deceit  in  upcrniintc  income  durJiiij  the  p«riui]  of 
six  tnonthx  itnmirdiately  following  the  t^rtninalion  of  t'rdcral  Conlrol. 
on  vutnUDlially  the  same  terms  as  above,  with  the  provbu.  however, 
that  not  mrirc  th.iii  .w.is  per  cent,  of  the  gta%f  cxprcst  rcvenac  shall 
be  irtcluilcd  in  opcrntinfc  exprnsrs  »»  a  eharge  for  payment  of  expreu 
privUcgct  to  carriers  on  whote  lines  the  cxpms  traflk  t*  carried. 
(Set.  2og  lij.) 
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to  serve  the  public  during  the  tnmsition  period  immediattijp 
.following  the  termination  of  Federal  Control,"  provjaoa  w>s 
for  the  exlcn^on  of  new  loans  to  the  carriers.    Applia- 
for  these  loans  were  lo  be  filed  with  the  Interstate  Con»- 
mcree  Comnussion  tt  any  time  after  the  pa&sage  of  the  Tmo- 
^  portation  Act,  but  not  later  than  tw-o  years  after  the  rcsumptioa 
)f  private  management,  and  were  to  set  forth  "the  amount  o( 
:  loan  and  the  tcnn  for  whtdi  it  is  de&ired,  the  purpose  of  ibe 
and  the  uses  to  which  it  will  be  applied,  the  presoit  sad 
■spectivc  ability  of  the  applicant  to  repay  the  loan  and  iiurt 
requirements  of  its  obligations  in  that  regard,  the  characf« 
1  %-aIue  of  the  security  offered,  and  the  extent  to  whicli  the 
convenience  and  necessity  will  be  served."     The  Com- 
mission mij;ht  require  such  further  facts  with  respect  to  (he 
,  physical  situation,  ownership,  capitalization,  indebtedness,  am- 
^Iract  obligations,  operation,  and  earning  capacity  of  the  carrio 
•s  it  might  deem  iKiltnent  to  its  invir>tigation.    Authority  vru 
then  vested  tn  the  Commission  to  certify  to  the  Secretary  of 
the  Treasury  its  findings  of  fact  and  its  recommendations  with 
to  the  amount  of  the  loan,  the  time  (not  exceeding  five 
t)  within  which  it  is  to  be  repaid,  the  character  of  the 
irity  offered,  and  the  terms  of  the  borrowing.    The  Secretary 
of  the  Treasury  was  empowered,  at  any  time  within  twenty-six 
montlis  after  the  termination  of  Federal  Control,  to  graiu  these 
loans,  not  exceeding,  in  each  case,  the  maximum  amount  recom- 
ntended  by  the  Commission,  out  of  any  moneys  in  the  revolv-ing 
fund  provided  for  ttus  purpose.    The  loans  thus  extended  were 
to  bear  interest  at  6  per  cent.,  payable  semi-annually ;  .-ind  their 
duration,  the  security  which  was  to  be  deenied  adequate,  the 
oonditioRS  of  itie  borrowing,  and  the  form  of  tlie  obligation  to 
be  entered  into,  were  all  to  be  determined  and  prescribed  by 
the  Secretary  of  the  Treasury.    The  sum  of  $300,000,000  was 
appropriated  as  a  revolving  fund  for  the  making  of  these  loans, 
Lind  the  carriers  were  empowered  to  issue  such  evidences  of 
adebtcdness  as  might  be  necessary  in  connection  with  this  bar- 
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rowing  without  further  authorization  or  approval  by  the  state 
or  federal  governments." 

Wc  shall  now  analyze  the  changes  in  permanent  re^lative 
policy  introduced  by  the  Transportabon  Act.  It  will  prove  use- 
ful to  follow  the  procedure  adopted  in  earlier  chapters  in  con*  . 
nection  with  the  presentation  of  the  essentials  of  reconstructive 
policy.  Accordingly,  the  provisions  of  the  new  legislation  will 
be  divided  into  three  main  groups :  tliose  dealing  wt>h  transpor- 
tation and  traffic  arrangements  (involving  matters  of  unity  of 
operation  and  railroad  service) ;  those  dealing  with  financial 
safeguards  and  adjustments  (involving  the  question  of  rates, 
credit,  and  financial  return) :  and  those  dealing  with  labor  rela- 
tionships (involving  the  problem  of  railroad  labor  and  continu- 
ity of  operation). 

%3.    Unity  of  Operation  and  Railroad  Service  '* 


All  of  the  provisions  of  the  Transportation  Act  dealing  with 
competition,  cooperation,  consolidation,  and  extension  of  rail- 
road systems,  and  with  the  regulation  of  transportation  service, 
were  enacted  as  amendments  to  the  Interstate  Commerce  Act, 
introducing  changes  in  existing  policy  or  adding  new  principles 
and     machinery    of     public     superviiion.'*      The     corrective 

"  Ibid..  Sec.  aio.  There  are  also  provisions  touching  the  ditpD^ition  unti 
operation  of  govemtnctit-owtted  bout  on  inland  waterwaji.  All  bnalt, 
mrgct.  tuj[),  an<l  oiher  Iran^porUtiuTi  faciliiiei  acquired  by  Ihr  United 
Stales  under  the  Federal  Control  Act  (except  such  projierties  m  are 
pari  of  railroad  syittms}  are  ttaiLiferred  to  the  Secretary  of  War 
for  operation  and  such  further  construction  as  may  be  ilcemed  necei- 
■ary,  so  that  the  linet  of  inland  water  transport  at  ion  established  dur- 
ing Federal  Control  shall  he  conlinuetl.  Government  intrrciiit  in 
Mississippi  River  shippitiK  arc  also  trunsferred  to  the  Secretary  o( 
War  The  operation  of  all  of  these  propertiet  it  made  subject  to  the 
provisions  of  the  Act  to  Reaulate  Commerce  as  amended  and  of  the 
Shipping  Act  of  1916  "in  ihr  lame  manner  and  to  the  ume  extent  as 
i(  such  transportation  facilities  were  privately  owned  and  operated." 
(Sec.  301.) 

"Cf.  Ch.  VU,  mpra. 

"Transportation  Ad.  1930.  Title  IV.  Ancndmenl*  to  Interstaw 
Commerce  Act,  Sees.  401-403.  405  (3)    (4),  407-4<«. 
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provision.1  reversed  or  modified  the  traditional  emphasis  upon 
enforced  competition,  and  the  constmciive  provisioas  esOk- 
tished  a  basis  for  the  development  of  an  ade(]uate  transportatin 
service. 

w  In  the  first  place,  the  restrictive  prohibitions  of  the  inO- 
pooling  clause  of  the  Act  to  Regulate  Coiitmerce  were  lo 
amended  as  to  permit  the  pooling  of  frciglits  between  two  or 
more  competing  railroads,  or  the  division  between  iliem  of  tbdr 
aggregate  or  net  earnings,  upon  specific  apjiroval  of  the  later- 
SUte  Commerce  Commission.  Whenever  the  Commission,  upaa 
amplication  of  a  carrier  or  carriers  or  upon  its  own  inttiattre. 
deems  such  division  of  traffic  or  earnings  to  be  in  llie  inlcrot 
of  better  service  to  the  ptiblic  or  of  economy  in  operation,  bat 
'Vill  ttot  unduly  restrain  competition,"  it  is  empowered  tc 
approve  and  authorize  these  pooling  arrangcmcnis,  with  the 
Usent  of  all  the  carriers  involved,  and  to  specify  the  rule*. 
r^ulaiionH,  terms,  conditions,  and  consideration  »s  between  tht 
carriers,  which  it  finds  to  be  just  and  reasonable.     SimiUi 

^  relaxation  of  existing  restrictions  was  provided  with  reference 
to  the  control  of  one  carrier  by  another.  Wltenever  the  Com- 
mi&sion,  upon  application,  determines  after  hearing  tliat  ttte 
acquisition  by  one  earner  of  the  control  of  any  other  carrier  or 
carriers,  through  lease  or  purchase  of  stock  or  in  any  other 
manner  not  involving  comolidation  into  a  sin^e  system,  will 
be  in  the  public  interest,  it  may  approve  and  authorize  sudi  ac- 
quisition under  such  terms  and  conditions  as  it  may  deem  jtisl 
and  reasonable.  In  order  to  legalize  tltese  provisions,  as  wd) 
AS  the  stipulations  with  regard  to  railroad  consolidiition  to  be 
subsequently  explained,  the  carriers  affected  were  rclic\-ed  from  hI 
the  operation  of  the  "antitrust  laws"  and  of  all  otlier  legal  rc>  ■ 
straints  or  proliibitions,  slate  or  federal,  to  tiM  extent  necessary 
to  enable  them  to  carry  out  such  plans  as  may  be  authorized  lad , 
execute  such  orders  as  may  be  issued." 


"  Ibid^  Sec  407,  ammding  Sec  s  of  the  tnterstale  CoBUBercc  Aa, : 
pars.  <i>,  (J).  6).  (8). 
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Provision  was  then  made,  by  way  of  constnidive  develop- 
ment of  the  traditional  policy  of  regulation,  for  the  orderly  con- 
solidation of  the  railroads  and  ihe  gradual  reduction  of  the 
prevailing  conditions  of  unlimited  multiple  ownership.  The  In- 
terstate Commerce  Commission  is  directed  to  prei^rt-  and  adopt 
a  plan  for  the  con  sol  illation  of  the  railway  properties  of  the 
continental  United  Stales  into  a  limited  number  of  systems.  In 
the  development  of  this  plan  of  consoli<lation  ihe  Conimission 
is  enjoined  to  prcscn'c  competition  as  fully  as  possible,  and  to 
maintain,  wherever  practicable,  the  existing  routes  and  channels 
of  trade  and  commerce.  Moreover,  subject  to  the  aimve  re- 
c)uiremenls,  it  i$  stipulated  that  tlie  railroad  systems  are  to  be 
so  arranged  that  the  cost  of  transportation,  as  between  competi- 
tive groups  and  with  reference  to  the  values  of  the  plant  and 
equipment  through  which  the  transportation  service  is  rendered, 
sliall  l>e  the  same,  as  far  as  may  be,  in  order  that  the  employment 
of  uniform  rates  in  the  movement  of  competitive  traffic  may 
enable  all  of  the  iransponation  systems  under  efficient  manage- 
ment, to  earn  substantially  the  same  rate  of  return  upon  the 
value  of  their  res|»eclive  properties.  Tlie  Commission  is 
directed,  when  it  has  agreed  upon  a  tentitive  plan,  to  give  it  due 
publicity  and  hold  hearings  thereon,  after  which  the  plan  of 
consolidation  as  finally  determined  must  be  adopted  and  pub- 
lished. While  power  is  reserved  in  the  Commission,  upon 
application  or  on  its  own  initiative,  to  "reopen  the  subject  for 
such  changes  or  modifications  as  in  il.'j  judgment  will  promote 
the  public  interest."  the  consolidations  provided  for  by  law 
are  required  to  be  in  harmony  with  the  plan  adopted  by  the 
Commission." 

The  plan  of  the  Interstate  Commerce  Commission  is  thus 
made  the  primary  basis  for  voluntary  railroad  consolidations.  It 
is  lawful  for  two  or  more  carriers  to  merge  their  railroad  prop- 
erties, previously  distinct  in  ownership  and  independent  in 
operation,  into  a  single  cor|K>rale  entity  for  unilied  centred  and 


'/Wrf.,  Sec  40?,  pan.  <4),  (5). 
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nanagement :  provided,  firsl,  ihat  the  proposed  consolidation  is 
"in  harmony  wilb  and  in  furtherance  of  the  complete  plan"  of 
tlic  GMnmission  and  is  approved  by  it ;  and  second,  that  the  out- 
standing securities  at  par  of  the  cooiiiany  becoming  the  owner 
of  the  consoHdaied  properlies  do  not  exceed  the  value  of  these 
properties  as  determined  by  the  Commission.  Whenever  two 
or  more  railroad  corporations  propose  a  consolidation  of  this 
character,  they  must  present  an  application  therefor  to  the  Com- 
mission. Hie  Comniisdiion  must  then  give  due  notice  to  all 
parties  concerned,  inclwling  "the  Governor  of  each  state  in 
which  any  part  of  the  [}ropertics  sought  to  be  consolidated  is 
situated,"  and  a  publio  hearing  must  be  held.  If  the  Commission 
finds  such  consolidalion  to  1>e  in  the  public  interest,  ant)  in 
accordance  with  (he  conditions  specified  above,  it  may  authorite 
the  consolidation,  which  may  then  be  effected,  "if  all  the  carriers 
involved  a.ssent  thereto,  tlic  law  of  any  state  or  the  decision  or 
order  of  any  stale  authority  to  the  contrary  iwtwithstanding." 
As  a  further  aid  toward  the  improvement  of  competitive 
railroad  conditions,  extensions  and  abandonments,  as  well  as 
1/ consolidations,  were  made  subject  to  the  authority  of  the  Inter- 
state Commerce  Commission.  After  the  expiration  of  ninety 
days  from  the  efTective  date  of  the  act.  no  railroad  can  undertake 
the  extension  of  its  hne,  or  the  constniction  of  a  new  line,  or 
the  acquisition  or  operation  of  any  new  or  extended  line  unless 
a  certificate  of  public  convenience  and  necessity  shall  first  have 
been  obtained  from  the  Commission.  In  like  manner,  no  rail- 
road line  or  its  operation  may  be  abandoned  without  a  similar 
certification  that  the  public  convenience  and  necessity  pennil 
the  abandiininent.  The  procedure  to  be  followed  in  the  treat- 
ment of  applications  for  auiltorily  to  extend  or  abandon  railway 
lines  is  specifically  indicated.  The  Commission  is  empowered 
to  issue  certificates  as  prayed  for  in  the  application  of  the  car- 
riers, or  to  deny  the  {Ktition  altogether,  or  to  authorize  the 
extension  or  abandonment  of  part  of  the  lines  involved  and  the 

"It/id.,  Sec.  407,  par.  (6). 
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partial  exercise  of  the  rights  and  privileges  prayed  for,  and  it 
"may  attach  to  the  issuance  of  the  certificate  such  terms  and 
conditions  as  in  its  judgment  the  ])ub)ic  convenience  and  neces- 
sity may  require."  Any  construction,  operation,  or  aliandon-  , 
ment  undertaken  in  violation  of  the  foregoing  provisions  "may 
be  en|oined  hy  any  court  of  competent  jurisdiction  at  the  suit 
of  the  United  States,  the  Commission,  any  commission  or  regu- 
latinj;  body  of  the  State  or  States  affected,  or  any  party  in 
interest;"  and  any  carrier,  officer,  0]>eraling  trustee,  or  agent 
"who  knowingly  authorizes,  consents  to.  or  permils"  .such  vio- 
lation is  subject  lo  punishment  "by  a  fine  of  not  more  than 
$5,000  or  by  imprbonmcnt  for  not  more  than  three  years,  or 
both."  w 

^  Finally,  in  addition  to  the  foregoing  provisions  directed 
toward  the  achievement  of  formal  unification  of  railroad  prop- 
erties through  supervision  of  consolidations  and  ccntrol  of 
exienjiions,  the  'I'raiisportaiion  Act  expanded  in  notable  meas- 
ure  the  lowers  of  the  Federal  Govemmenl  in  the  regulation  of 
railroad  service.  TIjc  new  stipulations  were  chiefly  incorporated 
into  the  Act  to  Regulate  Commerce  by  way  of  amendments  to 
the  Ecdi  Car  Service  Act  of  May  39,  1917.  Wliile  nominally 
the  new  powers  vested  in  the  Commission  are  limited  lo  the 
reflation  of  car  service,  the  term  "car  service"  is  so  broadly 
defined  as  to  reach  practically  every  aspect  of  the  transporta- 
tion function.  "Car  service,"  as  employed  in  the  Transportation 
Act,  includes  the  use,  control,  supply,  movement,  distribution, 
exdian^e.  interchange,  and  return  of  locomotives,  cars,  and 
other  vehicles  used  in  the  transportation  of  property,  including 
spedal  types  of  equipment,  and  the  supply  of  trains,  by  any 

'Ibid:  Sec.  40a,  amending  Sec.  1,  of  the  Iwcfstaw  Commerce  Act  a« 
amended  by  ihe  Car  Service  Act  of  May  10.  1917.  part.  (18),  (19), 
(ao).  The  authority  of  ihr  Commission  conferred  by  IhcM  paramplu 
doet  not  extend  to  the  cunstiuctiun  or  abandonment  "of  (par,  indij*- 
tria).  team,  switching  or  side  tracks,  located  or  to  be  located  wholly 
within  one  state,  or  of  ttrrct.  luburbati.  or  intcrurban  electric  rail- 
ways, which  are  not  operated  as  nait  or  parts  of  a  general  steam  rail- 
road system  of  trant[K>nalion."(/frid.,  par.  [al.) 
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railroad  carrwr  subject  to  tlw  jurisdiction  of  the  Federal  Gor- 
eramcnt," 
On  tliis  basis  il  is  made  the  express  duty  of  every  carrier 
1^0  furnish  safe  and  adequate  car  service;  to  establish,  observe, 
and  enforce  just  and  reasonable  rules,  rtgulaiions,  and  practka 
with  respect  to  car  service;  and  all  unjust  and  unreasonable 
service  a^ljustments  are  prohibited  and  declared  lo  be  unlawful. 
In  the  enforcement  of  the  oMigations  of  the  carriers  to  pro- 
vide safe  and  ade<itiate  service,  the  Commission  is  emiwwered 
after  liearing,  upon  complaint  or  upon  its  own  initiative,  to 
authorise  or  order  any  carrier  to  acquire  safe  and  adequate 
facilities  for  the  performance  of  its  duties  as  to  car  service  or 
lo  extend  its  transportation  lines,  provided  such  extension  ii 
deemed  to  be  reasonably  required  in  the  interest  of  public  con- 
venience and  necessity,  and  provided  (urtlicr.  tliat  the  expense 
involved  in  the  extension  of  lines  or  acquisition  of  facilities 
"will  not  impair  the  ability  of  the  carrier  to  perform  its  duty  to 
d»e  public."  Neglect  or  refusal  lo  comply  with  the  CommigsioD's 
orders  in  these  respects  is  made  subject  to  penalty," 

In  the  regulation  of  railroad  ser\'ice  ibe  Interstate  Commerce 
Commission  i*  authorized,  in  the  first  insunce,  to  require  car- 
riers to  file  with  it  sudt  rules  and  regulations  concerning  car 
sen-ice  as  they  may  have  established  and,  in  its  discretion,  to 
direct  that  these  rules  and  regulations  shall  be  tncortwrated  in 
the  schedules  of  rates  and  charges  published  by  tlie  railrowb. 
Bui  these  service  practices  are  subject  to  revision  by  the  Com- 
mission. Either  upon  complaint  or  upon  its  own  initiative,  the 
Commission  may.  after  hearing,  establisli  reasonable  rules,  regu- 
lations and  practices,  and  it  may  determine  "tite  comt)ensation 
to  be  paid  for  the  use  of  any  locomotive,  car.  or  otlier  vehide 
not  owned  by  the  carrier  using  it.  and  the  penalties  or  other 
sanctions  for  nonobservance  of  such  rules,  regulaitoos  or  pnc- 
tices."  " 

"/Wrf.,  S«.  403.  par.  (io>. 

'Ibid..  Sec.  403,  pars,  (ii),  (tat,  (ai), 

■/WdL,  Sec*H,|»r».  <u).  (H>. 
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There  is  also  specific  provision  for  the  use  by  one  carrier  of 
the  terminal  facilities  of  another  carrier.  The  Interstate  Com- 
merce Conunission  is  empowered  to  require  such  use  of  terminal 
facilities  if  it  finds  it  to  be  in  the  piililic  interest  and  practicable, 
"without  substantially  impairinj;  the  ability  of  a  carrier  owning 
or  entitled  to  the  enjoyment  of  terminal  facilities  to  handle  its 
own  business."  The  carriers  involved  may  determine  tlic  terms 
of  compensation,  or  in  case  of  disiigrcement.  the  Commission 
may  fix  just  and  reawnable  compensation,  "to  be  ascertained  on 
the  prirKiple  controlling  compensation  in  condemnation  proceed- 
ings";  and  tliis  compensation  must  be  paid  or  adequately  se- 
cured before  the  enjoyment  of  the  use  may  be  commenced. 
Where  terminal  facilities,  of  one  carrier  are  thus  required  to  be 
used  by  another,  and  the  owning  carrier  is  not  satisfied  with  the 
ternis  fixed  or  the  compensation  is  not  duly  or  promptly  paid, 
such  carrier  is  entitled  to  recover  proper  damages  for  such  in- 
jury as  may  be  sustained.'* 

The  authority  of  the  Commission  over  scr^-ice  standards  as 
thus  far  described  Is  applicable  under  normal  railroad  condi- 
tions. In  the  event  of  trarusporlation  enie»^;ency,  the  Commis- 
sion is  clothed  with  extensive  additional  powers,  for  the  sus- 
pension of  established  regulations,  for  the  prescription  of  co- 
operative arrangements,  for  the  defcrnnnalion  of  traffic  priori- 
ties, and  for  the  control  and  distribution  of  freight  shipments. 
Whenever,  in  the  judgment  of  the  Commission,  shortage  of 
equipment,  congestion  of  traffic,  or  other  emergency  requiring 
immediate  action  exists  in  any  section  of  the  country,  il  is 
authorized,  "either  upon  complaint,  or  upon  its  own  initiative 
without  complaint,  at  once,  if  it  so  orders,  without  answer  or 
other  formal  pleading  by  the  interested  carrier  or  carriers,  and 
with  or  without  notice,  hearing,  or  the  making  or  filing  of  a 
report,  according  an  the  Commission  may  determine : 

"(a)  to  suspend  the  operation  of  any  or  all  rtilcs,  r^ulatioiw, 

"  Ibid.,  Sec:  405,  amending  Sec.  3  of  the  Interstate  Commerce  Act,  pan. 
(3).  (4). 
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or  practices  then  established  with  respect  to  car  service 
Bucn  time  ais  may  be  determined  by  the  Comtnissioti ; 

"(b)  to  make  sucli  just  and  reasonable  directions  witb 
resfHXt  to  car  service  wilboiit  regard  to  the  ownership  as  be- 
tween carriers  of  locomotives,  cars,  and  other  vehicles,  durii^ 
such  emergency  as  in  ils  opininn  will  best  promote  the  service 
in  ihc  interest  of  the  |iiiblic  anil  the  commerce  o(  the  people, 
upon  such  Icrim  of  compensaliun  as  between  the  cuneri  ai 
lliey  may  agree  u{)on.  or,  in  the  event  of  their  dtsajn'eement, 
as  the  Commission  may  after  subsequent  hearing  hnd  to  b^^ 
jti!tt  and  resLsonable:  ■ 

"^c)  to  rc<lHire  sitch  joint  or  cnmmon  use  of  terminals,  in^' 
dudmR  main-line  track  or  tracks  for  a  rea;ionahlc  distance  out- 
side of  sudi  terminals,  as  in  its  opinion  will  best  meet  the 
emergency  and  serve  the  public  interest,  and  upon  such  terms 
as  between  the  carriers  as  they  may  agree  upon,  or,  in  the  event 
of  their  disagreement,  as  the  Commission  may  after  subsequent 
hearing  find  to  be  just  and  reasonable ; 

"(d)  10  give  direction  for  preference  or  priority  in  traos* j 
portation,  embargoes,  or  movement  of  traffic  under  permits,  nUt 
such  lime  and  for  such  periods  as  it  may  detcrmmc.  and  ^^ 
modify,  change,  suspend,  or  annul  them;'  and 

(c)  whenever  the  Commission  believes  that  any  carrier  il 
unat^e.  For  any  reason,  to  transport  the  traffic  ofFered  it  30  as 
property  Eo  serve  the  public,  "to  make  such  just  and  reasonable 
directions  with  respect  to  the  handling,  roiiling.  and  movcmoil 
of  the  traffic  of  sucli  carrier  and  its  distribution  over  other  lino, 
of  road,  as  in  the  opinion  of  the  Commission  will  best  promote 
the  servile  in  the  interest  of  the  [niblic  and  the  commerce  cf 
the  people,  and  upon  such  terms  as  between  the  carriers  as  tliey 
may  agree  upon,  or.  in  the  event  of  their  disagreement,  as  Ux 
Commission  may  after  subsequent  bearing  find  to  be  just  am) 
reuonaUe."  •* 

Both  in  the  iMrmal  regulation  of  car  service  and  in  the 
enforcement  of  the  extraordinary  measures  tnade  necessary 
by  emergency  conditions,  the  orders  of  the  Interstate  Cotitmertt 
Commission  are  made  mandatory  and  their  violation  is  sub- 
jected to  penalty.  Tlie  Commission  may  issue  its  directioni 
through  such  agents  or  agencies  as  it  may  appoint  or  designiie 
for  the  purpose,  and  it  is  the  duty  of  the  carriers — and  of  that 
"Ibid.,  S«c.  4«.  par*.  <I5).  (l6). 
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officers,  agents,  and  employees — "to  obey  strictly  and  conform 
promplly  to  such  orders  or  dircfiions  of  ihe  Commisston."  In 
case  of  failure  or  refusal  to  comply  with  the  orders  of  the 
iRunission,  a  penalty  inay  be  impo«d  of  not  less  than  $100 
lOr  more  than  $500  for  each  oflTetJse,  together  with  $50  {or 
very  day  of  the  continuance  of  the  offense, — these  penalties 
being  recoverable  by  the  United  States  in  a  civil  action.** 


^4.    Rates,  Credit,  and  Financial  Relurti  " 


I'    We  now  enter  upon  an  aRalysis  of  the  financial  provisions  of 
the  Transportation  Act.     In  the  main  these  provisions  deal 
With  the  regulation  of  rates  and  cltargcs  with  special  reference 
to  their  influence  upon  transponation  revenue  and  railway 
credit,  and  reflect  their  distinctive  features  in  the  principles 
nd  mechanism  adopted  for  the  dctrmiinalion  and  restriction 
}f  the  rate  of  return.    To  this  extent  the  stipulations  of  the 
lew  law  are  liotli  novel  and  conirtructi^-e  in  character.    There 
ire  also  numerous  .-iuhsidiary  provisions,  however,  introduced 
th  by  way  of  amendment  and  addition  to  the  Interstate  Com- 
merce Act,  which  concern  rate  adjustments  prr  se,  or  consti- 
tute a  necessary  basis  for  the  proper  inninlenance  of  railroad 
credit  and  tlie  satisfactory  develo|)ment  of  an  adequate  trans- 
^KKHlation  service.    These  subsidiary  provi^ons  deal  with  prin- 
^■ciples  govcrninf*  the  relativity  of  rates,  with  the  procedure  to 
^Ke  followed  in  the  adjustment  of  transportation  charges,  and 
^nrith  the  regulation  of  security  issues.    They  will  Arst  be  ^ven 
hrief  constderalion,  before  wc  set  forth  the  more  atrictly  finan- 

icial  sections  of  tlie  new  legislation. 
'  On  the  whole,  the  prohibitions  against  rate  discrimination  as 
Eradttionally  developed  arc  retained.  The  modifications  are 
Blight  and  forntal.  Persona),  commodity,  and  loctl  preferences 
"Ibid..  Sec.  *»,  par.  (17).  Th«  provisions  u  to  "car  service"  »re  de- 
clared not  to  affect  or  Impair  tht  police  pow«r  of  the  stai«s  "to  re<quire 
inst  and  reasonable  freight  ami  putcngtr  tcrvice  for  inira»iaie  buiiDeu, 
except  in  so  firuHich  rcquiremcatii  Inoonslslenl  witli  any  lawful  order 
of  the  CommiMtofi." 
■C/.  CK  VIII,  «A«. 
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are  awidemned  in  genera!  terms.  But  the  authority  of  the  Cooi- 
miRtiion  with  respect  to  the  special  form  of  local  discrimination 
involved  in  the  long-and-short-haul  clause  is  expressly,  if  some- 
what ambiguously,  restricted.  The  Commission  is  denied  the 
right  to  "permit  the  eslaMishmcnt  of  any  diargc  to  or  from 
the  more  distant  point  that  is  not  reasonably  comjwnsatory  for 
the  service  performed."  This  is  the  most  important  restriction 
npon  the  freedom  of  tlie  Commission.  But  it  is  also  provided 
that  if  a  circuitous  line  or  route  is  authorized  by  the  Commis- 
sion 10  meet  the  competitive  charges  of  a  more  direct  line  or 
route,  and  to  maintain  at  the  same  time  liigher  charges  at  inter- 
mediate |iuints.  (he  aiillmrity  so  granted  must  not  extend  to 
intermediate  points  "as  to  which  the  haul  of  the*^ petitioning  line 
or  route  is  not  longer  than  that  of  the  direct  line  or  route  be- 
tween the  competitive  points."  The  Commission  is  forbidden, 
also,  to  authorise  a  de[>arture  from  the  long-and-short-hau) 
principle  "on  aivnunt  of  merely  potential  water  competition  not 
actually  in  cxislaicc,"  There  is  a  iurtlier  provision,  moreover, 
that  wheneii'cr  a  railroad  reduces  rates  because  of  actual  com- 
petition with  a  water  route,  it  may  not  increase  such  rates 
until  it  shall  have  been  found,  after  a  hearing  by  itie  Comrais- 
sion.  "that  such  proposed  increase  rests  upon  changed  condi- 
tions other  than  the  elimination  of  water  competition."  The 
obvious  purpose  of  this  declaration  is  to  prevent  railroad  rate- 
cutting  merely  as  a  means  of  destroying  competition  by  water^ 
Whether  the  amendment  of  the  long-and-short-fiaul  clause  is 
likely  to  introduce  significant  changes  in  the  adjustment  of 
freight  tarifTs  will  de)>end  upon  the  interpretatid]  of  the  new 
dauses  by  the  Commission  and  the  courts." 

In  the  regulation  of  rates  the  autlioriiy  of  iIk  Commission 
is  extended  to  the  establishment  of  minimum  as  well  a«  maxi- 
mum charges.  This  new  power  is  designed  to  afford  an  effec- 
tive public  safeguard  against  rate  fluctuations  and  destructive 
competitive  practices  that  might  naturally  emerge  in  a  period 

"  IbiJ..  Sec.  406;  amending  Sec.  4  ot  the  Interstate  Coaunercc  Act 
pan.  (I),  U). 
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of  industrial  c!ei>ressioti  and  decreased  traffic  demand.  The 
CommieGion  is  also  empowered  to  establish  throuRh  routes, 
fix  joint  rates — as  to  both  maxima  and  minima — and  preMrribe 
the  division  of  such  joint  mtes.  In  establishing  through  routes, 
the  Commission  is  directed  not  to  require  any  carrier  to  use 
substantially  less  than  the  entire  length  of  its  road  without  such 
carrier's  consent,  "unless  such  inclusion  of  lines  would  make 
the  through  route  unr«asonably  long  as  compared  willi  another 
practicable  through  route  which  could  otherwise  be  cstablbhed," 
except  that  in  case  of  cooKcstion  of  iraffic.  shortage  of  equip- 
ment, or  other  emergency,  the  Commission  may  establish  tcm- 
]>orarily  such  through  routes  as  are  deemed  necessary  or  desir- 
able in  the  public  interest." 

The  authority  of  the  Commission  over  joint  rales,  and  the 
division  thereof,  is  for  the  most  part  coextensive  with  its  gen- 
eral rate-nwking  («weT.  It  may  act  upon  its  own  initiative  as 
well  as  upon  complaint,  and  it  may  prescribe  for  tlie  future, 
after  hearing  and  investigation,  the  j^ist  and  reasonable  rates 
and  their  a|>portionmmt  th:it  shall  be  lawfully  applicable  under 
the  particular  circumstances  and  conditions  involved.  But  in 
prescribing  the  divisions  of  jbini  rate.s,  the  Commission  is 
directed  to  give  due  consideration,  among  other  things,  to  the 
efficiency  of  the  carriers  concerned ;  the  amount  of  revenue  re- 
quired to  pay  iheir  respective  operating  expense*,  taxes,  and  a 
fair  return  on  the  value  of  their  railway  property ;  tlie  impor- 
tance to  the  public  of  the  transportation  services  rendered  by 
such  carriers;  whether  any  participaiing  carrier  is  an  originat- 
ing, intermediate,  or  delivering  line ;  "and  any  other  fact  or  dr- 
cuuistance  which  would  ordinarily,  witliout  regard  to  the  mile- 
age haul,  entitle  one  carrier  to  a  greater  or  less  proportion  than 
another  carrier  of  (he  joint  rate,  fare,  or  charge."  These  pro- 
visions governing  the  apportionment  of  joint  rates  may  be  made 
to  exen  a  strong  financial  influence  upon  the  adjustment  of 
the  difficulties  that  spring  from  the  co-existence  of  strong  and 

"Ibid.,  Sec.  418L  amending  Sec  15  of  the  Int«riUtc  ComrnercG  Act, 
pars-  CO.  <3).  U)- 
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weak  roads,  and  improve  the  gencraJ  credit  position  of  tbe 
carriers.*' 

In  like  manner,  the  new  rules  as  to  rate  suspension,  by  ren- 
dering Ihe  flow  of  revenue  from  transportation  tnore  flexiUe 
and  more  readily  responsive  to  the  needs  of  the  carriers,  are 
calculated  to  strengthen,  though  indirectly  and  in  subsidiary 
measure,  the  financial  status  of  tbe  railroads.     All  new  rate 
schedules  filed  with  tite  Commission  may  be  suspended,  pending 
investigation  and   decision   as  to  their  reasonableness,    for 
period  not  exceeding  t20  days  beyond  the  time  they  woe 
otherwise  become  effective;  and  in  the  event  tJiat  the  heario 
cannot  be  concluded  within  thai  lime,  the  Commission  nai 
extettd  the  period  of  suspension  for  not  more  than  30  days  nt* 
addition.     If  the  proceedings  have  not  been  completed  and  an 
order  issued  by  tliat  time,  the  new  rate  schedules  then  becnnx 
immediately  effective;  but  in  case  of  an  increase  in  rates  for 
the  transportation  of  pro\itny.  the  Conunission  may  require 
the  carriers  to  keep  accurate  account  of  all  amounts  received 
by  virtue  of  the  increase,  atul  upon  the  completion  of  the  bear- 
ing and  the  promulgation  of  its  decision  it  may  order  the  car-_ 
rters  involved  to  refund  with  interest  such  portion  of  tbe 
creased  charges  as  are  disclosed  by  ita  findings  not  to  be 
ficd.»' 

The  conflict  between  state  and  federal  authority  in  rate  regu- 
lation constituted  one  of  the  grave  defects  of  the  old  sy«taii 
of  public  control.  While  this  conflict  was  being  progresstvdy 
dissolved  by  judicial  decision  in  the  direction  of  federal  su* 
prcmacy,  there  was  need  of  explicit  legislative  recognition  of  j 
the  dominance  of  national  jurisdiction.  The  Transportation  Act  1 
19,  for  the  most  pgul,  declaratory  of  tliis  1(^1  status.  Whenever 
there  is  called  into  question  a  rate,  charge,  ctaMificatioo,  or 
practice  imposed  by  stale  authority  or  initiated  by  the  Railnwl 
Administration  during  the  period  of  Federal  Control  (whtn 
national  authority  was  exclusive  and  plenary  even  over  intra- 

'IbiA,  Sec  418,  par.  (6). 
■  Ibid.,  Sec.  418.  par.  (7). 
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state  rates),  the  Conimission  must  notify  the  state  or  states 
interested  of  the  proceeding ;  may  confer  with  the  state  author- 
ities concerning  the  relationship  between  rate  structures  and 
practices  over  whidi  power  is  vested  in  both  tlie  nation  and  the 
states ;  may  arrange  joint  hearings  with  state  regulating  bodies 
wiih  respect  to  such  matters  as  fall  within  the  jurisdiction  of 
the  Commission  and  which  may  afft-ct  the  rate-making  authority 
of  the  states;  and  may  utilize  the  cooperation,  services,  records, 
and  facilities  of  the  state  authorities  in  the  enfofcanent  of  its 
powers.  But  whenever  the  Commission  finds  in  such  investiga- 
tion that  any  rate,  charge,  classification,  or  practice  causes  any 
undue  preference  or  advantage  as  between  persons  and  locali- 
ties in  intrastate  anci  in  interMale  commerce,  or  any  unjust  or 
unreasonable  discrimination  against  interstate  commerce,  it 
may  remove  the  discrimination  by  prescribing  the  rate  or 
charge,  both  maximum  and  minimum,  and  the  classification  or 
practice,  thereafter  to  be  olwerved.  "the  law  of  any  State  or  the 
decision  or  order  of  any  State  authority  to  the  contrary  not- 
withstanding." This  amendment  to  the  Act  to  Regulate  Com- 
merce does  not  clothe  the  Conuiiission  with  authority  to  initiate 
intrastate  rates  per  sc.  but  it  docs  recognize  explicitly  the  rule 
of  the  Shreveiwrt  decJMOn,  whereby  tlic  Commission  may,  as 
a  means  of  exercising  its  acknowledged  power  to  prevent  dis- 
crimination, regulate  such  intrastate  rates  as  constitute,  whetlier 
directly  or  indirectly  and  intentionally  or  incidentally,  a  re- 
strictive burden  upon  interstate  commerce.'* 


The  forgoing  adjustments  concern  primarily  the  relativity  of 

rates  and  the  procedure  of  their  establishment.    Their  influence 

upon  credit  and  finance  is  indirect  and  incidental.    The  most 

important  financial  provisions  of  the  Transportation  Act,  aside 

from  those  which  define  a  rule  of  rate^Ilaking  and  entmciate 

principles  and  machinery  for  the  limitation  of  the  rate  of  return, 

arc  those  which  deal  with  the  regulation  of  security  issues.   The 

'Ibid.,  Sec,  416,  amending  Sec,  ij  of  the  Interstate  Gimmcrce  Act, 
par».  (3),  (4). 
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need  of  federal  atithority  over  capttaltxation  had  been  keenly 
felt  for  many  years,  and  tlie  Interstate  Commerce  Commission 
had  repeatedly  rocommcnijed  such  regulation  in  its  annual  re- 
ports.    The  cflTorts  of  the  states  had  proved  inadequate,  con- 
flicting, and  unduly  iHirdcnsome.    Not  only  was  federal  [wwer 
essential  for  ihe  removal  of  financial  manipulation  and  abuse, 
but  sound  and  conservative  financial  organization  was  dcmande 
for  the  vlTcclive  regulation  of  rates,  and  for  the  adetpiale  main 
tenanre  of  the  Iransporlatioti  service.    For  reasons  such  as  these 
the  Transportation  Act  vested  exclusive  authority  over  the  issu 
ancc  of  railroad  securities  in  the  Interstate  Commerce  Com-I 
mission.*' 

It  is  unlawful  for  any  carrier  to  Usue  stocks,  bonds,  or  other 
evidences  of  indebtedness,  or  to  assume  any  obligation  with 
respect  to  securities  issued  by  any  other  individual  or  corpora- 
tion, "unless  and  until,  and  then  only  to  the  extent  that,  upon 
application  by  the  carrier,  and  after  investigation  by  the  Com- 
mission of  the  purposes  and  uses  of  tlic  proposed  issue  and  the 
proceeds  thereof,  or  of  the  proposed  assumption  of  obligation' 
.  .  .  the  Cotinnission  by  order  aiilhoriKes  such  issue  or  asstimp* 
tion."  'I1ic  jurisdiction  of  the  Commission  is  exclusive  and 
plenary,  and  its  approval,  without  further  authority,  is  sufficient 
to  give  final  validity  to  the  issuance  of  so.'urities  and  the  assump- 
tion of  iibltgaiions  by  the  carriers.  But  upon  receipt  of  an 
application  for  approval  of  security  issues,  the  Commission  must 
notify  the  Governor  of  each  state  in  which  the  carrier  invol 
operates;  and  the  railroad,  public  service,  or  public  utility 
mis^ons,  or  cnher  state  authorities,  may  make  such  representa- 
tions as  they  deciii  necessary  to  protect  tlie  interests  of  the 
•  people  of  tlic  states  concerned.  Moreover,  in  giving  its  ap« 
proval  the  Commission  is  dtrocte<l  to  act  favorably  upon  the 
application  of  a  carrier  only  if  tlic  proposed  financing  is  for 
some  lawful  object  within  its  corporate  purposes  and  compat- 
ible with  the  inibtic  inlcre.sl,  and  is  reasonably  necessary  and 

" Ihid..  Sec.  4;t<x  amending  ilii-  IntcDiuie  Corotnene  Act  by  tiuening 
a  new  section,  to  be  dctitfiutcd  ».%  S«c  xh. 
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ppropriale  (or  (lie  acdievemenl  of  this  object.  The  Commis- 
sion niay  completely  granl  or  deny  llic  application,  or  partly 
grant  and  partly  deny  it,  or  approve  it  with  such  modifications 
and  under  such  terms  and  conditions  as  are  deemed  desirable." 
T1)e  Conmii.<>^on  mu.st  require  from  carriers  hereafter  is^tuing 
any  securities  special  or  periodical  reports  showing  in  such 
detail  as  may  be  prescribed  what  disposition  has  been  made  of 
|hcsc  securities  and  liow  their  i>rocceds  have  been  applied." 
It  is  expres*ly  declared  that  the  control  over  the  i.*suance  of 
securities  vested  in  the  Interstate  Commerce  Commission  shall 
not  be  construed  "to  imply  any  guaranty  or  obligation  as  to 
such  securities  on  the  part  of  the  United  States."  But  any  secu- 
rity or  obligation  issued  or  assunie<i  by  a  carrier  Cor  which 
the  authorii:ation  of  the  Commission  is  required,  "shall  be  void, 
if  issued  or  assumed  without  such  authorization  therefor  having 
been  first  obtained."  If  any  such  void  security  i$  acquired 
by  a  bona  fide  purchaser,  such  person  may  hold  the  carrier  and 
its  directors,  officers,  attorneys,  and  other  agents  who  partici- 
pated in  t!ic  invalid  transaction  jointly  and  severally  liable  for 
tlie  full  amoiml  of  the  damage  -.uslained  by  him ;  ami  if  tlic  secu- 
rity is  acquired  directly  from  the  carrier  issuing  it,  the  holder 
has  the  option  of  rescinding  the  transaction,  surrendering  the 
security,  and  recovering  the  consideration  paid  for  it.  More- 
over, penalties  are  imposed  upon  those  responsible  for  the  issue 
or  disposition  of  securities  in  violation  of  l)ie  legal  requirements 

"Ibiii..  S«-4W.  pa's.  (a),  (7).  (6),  (3).  The  provisioiu  at  to  the  reg- 
ulation  of  (ccutity  iutics  arc  not  a^iilicable  to  notri  maiuring  in  not 
more  than  two  years  »nd  aEsrcgaiinK  <toK«her  with  all  other  then 
OUlManding  notc^i  of  >  maturity  of  two  ycaxn  or  \tti)  not  more  ihnn 
S  p«T  cent,  of  the  par  value  of  the  stcuniies  of  (he  carriers  then  out- 
■tandiiiK.  Where  ftccuriiic*  have  no  par  value,  their  fair  markel  value 
a*  of  dale  of  istue  ii  to  he  coiuidered  iheir  "par  value"  fur  thii  pur- 
poie.  Catri«r»  iisuins  ikMcs  which  arc  exempt  frotn  pyblk  approval 
must  6le  with  the  CommiiMon  a  ccrliiicaic  of  notification  containing 
lubttantialif  the  ucie  information  a*  is  mtuirecl  to  be  provided  in 
applicalioiu  for  aothoritr  to  iuuc  other  xecurllics.  Whenever  fiich 
notes  are  ftsided  they  become  subject  to  all  the  |>rOTisiocis  (or  the 
r«pdation  o(  security  i»ucs.  <l'ar.  (yl.) 
-    'Ibid..  Sec.  4ja.  par.  (10).  This  pruvision  \s  applicable  to  the  notes 

scribed  in  the  pfcceding  fool-ooie  as  well  at  to  other  securitici. 
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as  previously  described.  Any  director,  oflficcr,  attorney,  or  other 
agent  of  a  carrier  "wtio  knowingly  assents  to  or  concurs  in" 
the  issuance  of  securities  or  llie  ass^uniption  of  obligations,  or 
in  their  sale  or  disposition  or  use  of  the  funds  derived  from 
them,  in  violation  of  law  or  of  the  orders  of  the  Commission, 
is  guilty  of  a  misdemeanor,  and  upon  conviction  is  punishable 
by  a  fine  of  not  less  than  $i,ooo  nor  more  than  $10,000,  or  by 
imprisonment  for  not  less  than  one  year  nor  more  than  three 
years,  or  by  both  such  fine  and  imprisonment.** 

Finally,  we  come  to  the  provisions  of  the  Tran^Kirtation 
Act  that  deal  directly  with  financial  adjustments.  Like  the 
provisions  relative  to  the  control  of  security  issues,  they  arc 
incorporated  into  the  Act  to  Regulate  Commerce  by  the  insertion 
of  a  new  section.  They  establish  a  rule  of  rale-making,  define 
principles  to  govern  the  determination  of  a  fair  return,  and 
indicate  tlic  disposition  to  be  made  of  earnings  tn  excess  of  a 
fair  return,'^ 

First,  by  way  of  foundation  for  the  regulation  of  the  rate  of 
return  and  the  administration  of  the  excess  earnings  of  tlie 
carriers,  a  rule  of  rate-making  is  expressly  defined,  for  the 
purpose  of  ccmtrolling  the  flow  of  railroad  operating  income. 

"Ibid.,  Sec.  439.  Pirt.  (8).  <ll).  In  order  that  the  promioa*  lor  the 
regulation  of  >ecunty  iiiues,  ai  well  3.1  the  finaneinl  tiipuUibons  hereafter 
TO  be  deicribed,  may  be  the  more  cffceiively  eiiforep<I.  it  is  made  unlaw- 
ful, after  Decembct  ji,  Kwi.  fi>r  atiy  peraon  to  be  an  ofiicer  or  director  of 
more  than  one  carticr.  unlcis  authoiized  t>y  the  Conmtission  upon  1 
ihowing  "that  neither  public  nor  private  inlercsts  will  be  advtnelf 
affected  thereby."  Moreover,  it  U  further  made  unlawful  for  any 
officer  Of  dJTwior  of  a  carrier  to  receive  any  fiaaocial  or  other  ma- 
trrtal  bcnrfit  "in  respect  nf  the  negotiation,  hypothecation,  or  Mie  of 
any  lecuritiei  iiiued  or  to  be  usued  by  luch  carrier,  or  to  share  in 
any  of  the  proceeds  thereof,  or  10  participate  in  the  niakins  or  payiiig 
of  any  dividend*  of  an  npcratinfc  carrier  from  any  fundt  properly  in- 
eluded  in  capital  account."  Any  violation  of  theic  provtuionii  is  ile- 
clarcd  to  be  a  mitdemranor,  and  h  punishable,  on  conviction,  by  a  fine 
of  not  lew  than  Si.«»  nor  more  than  Siojooo,  or  by  imptinonmeni  for 
not  leM  than  one  year  nor  more  than  three  yean,  or  by  both  such  fine 
and  iniprixonment.     (Par.   13.) 

'Ibid.,  Sec.  433.  aTncnrlinfi  the  Interstate  Commerce  Ad  by  bucrdaga 
new  Mctioo,  to  be  designated  as  Sec  15a. 


I 
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This  rule,  us  iacorporaled  in  the  act,  is  a  clear  expression  of 
public  policy;  it  is  free  from  technical  complexities  or  con- 
fuang  legislative  verbiage.  "In  the  exercise  of  its  power  to 
prescribe  just  and  reasonable  rates,"  the  declaration  specifies, 
"the  Commission  ^lall  initiate,  modify,  citablish  or  adjust  such 
rates  so  that  carriers  as  a  whole  (or  as  a  whole  in  each  of  such 
rate  groups  or  territories  as  the  Commission  may  from  time  to 
time  designate)  will,  under  honest,  efficient  and  economical 
management  and  reasonable  expenditures  for  mainienance  of 
way,  structures  and  equipment,  earn  an  aggregate  annual  net 
railway  operating  income  equal,  as  nearly  as  may  be,  to  a  fair 
return  upon  the  aggregate  value  of  the  railway  property  of  such 
carriers  held  for  and  used  in  the  service  of  transportation." 
This  general  enunciation  of  pohcy  does  not  deprive  the  Commis- 
sion of  reasonable  latitude  in  modifying  or  adjusting  particular 
rates  that  arc  deemed  to  be  unjust  or  unreasonable,  nor  docs  it 
prevent  the  Commission  from  prescribing  different  charges  for 
different  sections  of  the  country." 

In  its  application  of  the  principle  as  thu.<i  formulated  the 
Commission  is  directed  to  determine  and  announce,  from  time 
to  time,  what  percentage  of  the  aggregate  property  value  of  the 
railroads  constitutes  a  fair  return — this  percentage  to  be  uni- 
form for  all  rate  groups  or  territories  that  m.ay  be  established 
by  the  Commission.  In  reaching  its  decision  as  to  what  con- 
stitutes a  fair  return,  tlic  Commission,  according  to  its  legis- 
lative instructions,  is  not  to  confine  itself  to  the  mere  prevention 
of  confiscatory  adjustments.  It  must  give  "due  consideration, 
among  other  things,  to  the  transportation  needs  of  the  country 
and  the  necessity  (under  honest,  efficient,  and  economical  man- 
agement of  existing  transportation  facilities)  of  enlarging  such 
focilities  in  order  to  provide  the  people  of  the  United  States  with 
adequate  transportation."  For  the  period  of  two  years  begin- 
ning March  1,  1930,  however.  Congress  assumed  the  burden, 
through  direct  legislative  enactment,  of  determining  what  con- 

"/Wrf..  Sec  423.  par  (a). 
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stitutcs  a  (air  return.  The  Commission  was  ordered  to  "take 
as  such  (air  return  a  sum  »iiial  to  SJ-J  per  eeiitum  of  such 
aggregate  value,  hut  may,  in  its  diitcretion,  add  thereto  a  sum 
not  exceeding  one-half  of  oiie  per  ccnttun  of  sudi  aRgrcgatc 
value  to  make  provision  in  whole  or  in  part  for  improvements, 
betterments  or  equipment,  which,  according  to  the  accounting 
system  prescribed  hy  tlie  Commission,  are  chargeable  to  capital 
acoounl.'*" 

Tile  valuation  upon  which  the  fair  return  is  to  be  computed 
is  to  be  ddcnnined  from  time  to  time,  and  as  often  as  may  be 
necessary,  by  the  Commission ;  but  the  results  of  the  federal 
valuation  of  railroads  now  in  progress  may  be  utilized  a$  f ar  as 
they  are  available,  and  when  this  valuation  has  been  finally  com- 
pleted willi  regard  to  the  railway  property  of  any  carrier,  the 
value  so  ascertained  must  be  accepted  by  tlie  Commission  for 
the  purpose  of  determining  the  "aggregate  value"  upon  whidi 
the  fair  return  is  to  be  based.  Due  consideration  must  be 
given  to  all  the  elements  of  value  recognized  hy  law  for  rate- 
making  purposes,  and  the  property  investment  account  of  llie  M 
carriers  is  to  receive  only  such  consideration  as  it  is  legally  " 
entitled  to  in  the  establishment  of  such  values  for  rate-making 
purposes.** 

Express  recognition  19  then  given  to  the  probable  emergence 
of  earnings  in  excess  of  a  fair  return,  because  of  the  coexist* 
cnce  of  strong  and  weak  roads,  and  principles  are  fornmlated 
and  machinery  established  for  the  disposition  of  these  excess  _ 
earnings.  The  basic  assumption  of  these  novel  provisions  tsf 
that  the  public  is  equitably  entitled  to  railway  operating  income 
in  excess  of  a  fair  return  on  the  value  of  railway  property. 
This  assumption,  and  the  circum.stances  inlierent  in  railway 
rate-making  which  give  rise  to  surplus  returns,  are  specifically 
enunciated.  The  fundamental  jmragraph  of  the  excess  earnings 
provi.<tions  reads:  "Inasmuch  as  it  is  impossible  (without 
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'/frW..  Sec.  433;  par.  (3), 
'  Ibid..  Stc.  43a,  piT.  (4). 
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lation  and  control  in  the  interest  of  the  commerce  of  the 
United  States  considered  as  a  whole)  to  establish  uniform 
rates  upon  competitive  IrafTic  which  will  adequately  sustain  all 
tlje  carriers  which  are  engaged  in  such  traffic  and  whicli  are 
indispensable  to  the  comiuuniiies  to  which  ihcj-  render  the  serv- 
ice of  transportation,  without  enabling  some  of  such  carriers 
to  receive  a  net  railway  operating  income  substantially  and 
unreasonably  in  excess  of  a  fair  return  upon  the  value  of  their 
railway  property  held  for  and  used  in  their  service  of  transpor- 
tation, il  is  hereby  declared  that  any  carrier  wliich  receives  such 
an  income  so  in  excess  of  a  fair  return,  shall  liold  such  part 
of  tlic  excess,  as  hereinafter  prescribed,  as  trustee  for,  and 
shall  pay  it  to,  the  United  States."  •' 

One-half  of  all  net  operating  income  in  excess  of  6  per  cent 
must  be  placed  in  a  reserve  fund  established  and  maintained 
by  the  individual  carriers,  and  ihc  remaining  one-!ialf  must  be 
paid  to  the  Interstate  Commerce  Commission,  within  four 
months  following  the  period  for  which  such  excess  earnings  are 
found  to  have  been  realized,  for  the  purpose  of  establishing 
and  maintaining  a  general  railroad  contingent  fund.*' 

The  rescj^'e  fund  of  each  carrier  can  be  used,  to  the  extent 
that  its  net  operating  income  for  any  year  is  less  than  6  per 
cent.,  for  the  purpose  of  paying  interest  or  dividends  on  its 
bonds,  stocks,  or  other  securities,  or  rentals  for  leased  roads,  but 
for  no  other  purpose.  The  carriers'  reserve  funds  need  not  be 
accumulated  beyond  a  sum  equal,  in  each  case,  to  5  per  cent, 
of  the  value  of  their  property,  and  when  so  accumulated  ttie  car- 
riers' portions  of  their  excess  income  may  be  used  by  them 
for  any  lawful  purjwse.  Furthermore,  any  carrier,  or  cor- 
poration organized  to  become  a  carrier,  which  |>roposcs  to 
undertake  the  construction  and  operation  nf  a  new  line.  may. 
by  petitioning  the  Commission,  be  permitted  to  retain  for  a 
period  not  exceeding  ten  years  all  its  earnings  derived  from 
such  new  construction,  to  be  used  by  it  for  any  lawful  pur- 

'Ibid..  Sec.  43*  par,  {$). 
*•  Ibid.,  Sec.  4^2,  par.  (6). 
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pose,  provided  the  work  of  construction  is  completed  within  aj 
period  to  be  designated  by  the  Commission."  I 

The  general  railroad  contingent  fund  is  to  be  administered  as 
a  revolving  fund  by  tiic  Commii^ion,  and  is  to  be  used  by  it 
"in  furlherance  of  the  public  interest  in  ntitway  transportation 
either  by  ntalcing  loans  to  carriers  to  meet  expenditures  for 
capital  account  or  to  refund  maturing  securities  originally  issued 
for  capital  account,  or  by  purchasing  transportation  equipment 
and  facilities  and  leasing  tlie  i<atne  to  carriers."  The  procedtnt 
to  be  followed  by  the  carriers  in  making  application  for  loans. 
the  nature  of  the  investigation,  and  the  terms  and  conditions 
of  the  Commission's  grant  are  similar  in  character  to  iIkisc 
prescribe<l  in  making  loans  to  the  railroads  during  the  period 
of  transition  to  private  management  as  previously  explained. 
In  order  that  the  general  railroad  contingent  ftuid  may  be  used 
for  the  actiui&ition  and  leasing  of  railway  equipment  and  facili' 
ties,  the  Commission  is  clothed  with  broad  powers  whereby  it 
may  purchase,  sell,  and  contract  for  the  construction,  repair, 
and  replacement  of  such  equipment  and  facilities,  and  may  de- 
termine the  rules  and  regulations,  and  terms  and  condittons. 
under  which  the  leases  will  be  granted,  it  is  expressly  pro- 
vided, however,  that  the  rental  charges  agreed  upon  between 
the  Commission  and  each  carrier  involved  shall  be  at  least  suffi- 
cient to  pay  a  return  of  6  per  cent,  annually  on  the  value  of  the 
equipment  or  facilities  leased,  in  addition  to  a  proper  allowance 
for  depreciation.  AH  rental  charges  or  other  payments,  indud- 
ing  amounts  resulting  from  actual  sale,  received  by  the  Coco- 
mission  in  connection  with  equipment  and  facilities,  as  well  as 
the  loans  to  carriers,  and  the  interest  tliereon,  thai  may  be 
received  from  time  to  time,  must  be  placed  in  the  general  rail 
road  contingent  fund." 


-tbid..  Sec.  4ii(.  pars.  (7).  (8),  (t8). 

"Ibid..  Sec  4^.  pari.  (lo).  (11).  (la).  (ij>.  (14),  (15).  It6). 
There  is  a  specific  declaration  lluit  the  provbions  foverniaK  ratc-maUM 
the  rale  of  return,  and  exccM  caminn  as  deicnbed  above  are  not  to  M 
Gonilraed  as  <tcprivinK  shippers  of  iiielr  right  to  rcparatloa  Becaw  ol 
cxcauive  or  diicriininatory  charKcs,  bat  that  "no  shipfwr  shall  be  ceiilltd 
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I5.    Railroad  Labor  and  Continuity  of  Operation  *• 

The  labor  provisions  of  the  Transportation  Act  are  entirely 
new  to  the  federal  scheme  of  rcKulalion.  They  arc  the  outcome 
of  the  frequent  recurrence  of  labor  dilTiculties  during  recent 
years,  and  of  the  ex]>erience  of  the  Railroad  Adnuni»tration  in 
adjusting  labor  relationships  during  the  Federal  Control  period. 
Tliey  aim  primarily  to  establish  machinery  for  the  sctllcmcirt 
of  disputes  between  the  carriers  and  their  employees  and  sub- 
ordinate officials.*'  The  jurisdiction  of  the  agencies  contem- 
plated by  the  labor  provisions,  and  of  the  public  authorities 
established  by  them,  extends  to  all  matters  involving  grievances, 
rules,  working  conditions,  and  wages ;  but  it  is  largely  appellate 
in  cliaracter,  and  no  authority  is  vested  in  these  bixiics  for  the 
enforcement  of  their  orders  or  decisions.  Primary  reliance  19 
placed  upon  conference  and  accommodation  betw-een  the  parties 
directly  involved;  then  the  voluntary  and  governmental  agen- 
cies may  be  resorted  to;  but  final  success  in  preventing  dis- 
ruption of  the  lran.>iportation  ser\'icie  is  dependent  upon  the 
strength  with  which  the  forces  of  public  opinion  operate.  Noth- 
ing in  the  new  legislation  provides  for  compulsory  submission 
of  disputes  to  public  autliorily  or  for  compulsory  enforcement 
of  such  settlements  as  may  be  directed  by  public  authority. 

That  it  is  tlie  intent  of  the  labor  sections  to  emphasize  the 
desirability  of  private  settlement  of  labor  disputes  is  attested 
by  the  character  of  the  legislative  declaration  which  precedes 
the  provis.ion  for  machinery  of  adju.stment.  It  is  made  the  duty 
"of  all  carriers  and  their  officers,  employees,  and  agents  to  exert 
every  reasonable  cffori  and  adopt  every  available  means  to  avoid 
any  interruption  to  the  o]jcration  of  any  carrier  growing  out  of 
any  dispute  between  the  carrier  and  the  employees  or  subor- 

to  recover  upon  tlw  *oic  grounil  that  any  particular  rate  may  reflect  a 
proportion  of  eitcei»  incumc  to  be  ^id  by  the  carrier  ta  the  Com* 
miMion  in  the  public  interest."    (Par.  I17I). 

*  Cf.  Ch.  IX.  ivpra. 

"Trail tponat ion  Act,  1930.  Title  III.  Disputes  Belween  Carriers  and 
Their  Employee*  and  Subntdinalc  (}f)ici:)I(,  Sees.  300-316. 
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(linatc  of!iciaU  thereof.  All  siich  disputes  slinll  be  coRsidercd 
and,  if  possilile,  decided  in  conference  between  representatives 
designated  and  authorized  so  to  confer  by  Ihc  carriers,  or  tlie 
etnfiloyees  or  subordinate  officials  thereof,  direcily  tnieretted 
in  the  dis)>ute."  Upon  fntliirc  to  readi  a  <leci!iion  through 
conference,  the  dispute  must  be  referred  to  such  board  as  b 
auihoriited  by  »iit»sec|nent  provisions  to  hear  and  decide  contro- 
versies of  the  character  involved.*' 

Provision  is  tlicn  made  for  the  eslablishment  of  Railroad 
Boards  of  Labor  Adju&lment  by  agreement  lietween  the  canien 
(individiL-illy,  or  in  groups,  or  as  a  whole)  and  their  employees 
(or  organizations,  or  groups  of  organizations,  of  employees). 
The  formation  of  these  Adjustment  Boards  is  entirely  opttooal 
with  the  railroads  and  their  lalior  forces.  Each  Adjustment 
Board  thus  orjfanized,  however,  must  examine  and  decide  any 
dispute  involving  only  grievances,  rules,  or  working  conditioitj 
which  has  not  been  adjusted  by  conference  between  the  portia 
immediately  inwlved,  upon  application  of  the  chief  executive 
of  any  carrier  or  organization  of  employees,  upon  tlie  written 
petition  of  not  less  than  loo  unorganized  employees,  upon  the 
Adj^istmcnt  Board's  own  motion,  or  upon  the  retjuesl  of  the 
Railrond  Lal>or  Board.  It  is  to  be  noted  that  the  jurisdiction  of 
the  Adjustment  Boards  docs  not  extend  to  disputes  as  to 
wages,  and  that  no  authority  is  vested  in  these  Iwards  to  en  force 
iheir  decisions  even  as  to  grievances,  rules,  and  working  con- 
ditions.** 

The  regulation  of  wages,  and  the  major  responsibility  for 
preventing  interruption  of  t)ic  transportation  service,  are  cen- 
tered in  the  Railroad  Labor  Bo«rd  created  by  the  new  act. 
This  board  is  composed  of  nine  members  appointed  by  the 
President,  by  and  with  the  advice  and  consent  of  the  Senate. 
Tbree  of  its  members  constitute  the  laI>or  group,  and  are  selected 
from  not  less  than  ^x  nominees  provided  by  the  employees; 
three  of  them  constitute  the  management  group,  and  are  selected 

■  Sec*.  30a,  30J. 

*  ibid.,  Sco.  jo^  30], 
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from  not  less  than  six  nominees  provided  by  the  carriers;  the 
mrutning  three  constitute  the  public  group,  and  arc  chosen 
directly  by  the  President.  If  the  carriers  or  employees  (ait  to 
make  nominations  as  lawfully  required,  the  President  is  author- 
ized to  make  the  necessary  appoinlmenis  directly,  selecting,  as 
far  as  practicable,  individuals  associated  in  interest  with  the 
group  to  be  represented.  Members  of  the  Labor  Board  who, 
during  their  term  of  oflice,  are  members  o(,  or  hold  office  in, 
or  are  employed  by,  any  labor  organization  or  carrier,  or  have 
any  pecuniary  interest  in  any  railroad  cori)oration.  arc  ineligible 
to  further  membership  in  the  board.  The  members  of  the 
board  are  to  hold  office  for  a  term  of  five  years  (except  that, 
of  the  oripnal  members,  one  f  ronj  each  group  is  to  be  appointed 
for  three  years,  one  for  two  years,  and  one  tor  one  year),  and 
the  annual  salary  is  lixed  at  $10,000.  The  central  offices  must 
be  mainlainwl  in  Oiieago,  but  the  board  may  meet  elsewhere 
in  its  discretion.  It  is  given  authority  to  issue  subpcenas  re- 
quiring the  attendance  of  witnesses  and  tlic  production  of 
books  and  papers,  and  it  is  empowered,  through  its  members, 
employees,  or  agents,  to  have  acce-ss  to,  examine,  and  copy  such 
books,  accounts,  records  or  correspondence  as  relate  lo  any 
matter  which  it  has  authority  to  investigate,"  / 

The  jurisdiction  of  the  Railroad  Labor  Board  in  the  settle-  v 
mcnt  of  disputes  extends  to  three  distinct  groups  of  cases. 
In  the  first  place,  it  is  directed  lo  hear  and  decide  sudi  disputes 
concerning  grievances,  rules,  and  working  conditions  as  are 
cenilicd  to  it  by  any  Adjustment  Board  because  that  body  is 
unable  to  settle  them.  Secondly,  where  no  appropriate  Adjust- 
ment Board  has  been  organised,  disputes  as  to  grievances,  rules, 
or  working  conditions  which,  because  of  failure  to  reach  agree- 
ment through  conference,  would  otherwise  come  before  ao 
Adjustment  Board,  must  be  received  for  hearing  and  decision 
by  the  I.abrtr  Banrd,  at  the  request  of  the  carriers  or  employees 
(in  the  same  manner  as  it  would  normally  reach  an  Adjustment 


'Ibid.,  Sees.  304,  305.  306, 306(3),  310,  311. 
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I),  or  ifOB  Om  LAor 
dM  dK  d«palc  «  Arir  to 
Fto^.  the  Labor  Be«4  B  doiSvi 

chief  execmrre  of  «  tanier  or  o( 

or  upon  wTTtten  peKioc  of  sot  lest 

tniftofm,  or  opoa  lU  own 

ffaralcacd,  the  Labor  Btard 

wilfa  fmpul  lo  wages  and  nianes  of 

aflidali  which  hove  faded  lo  be  aJjuiloJ 

fercncc    And  even  m  Uiok  czics  where 

haa  been  reached  ihroopi  private  cmiereDOB.  i 

any.  on  it*  tmti  moti<n.  wilhta  tat  daf»  afm 

supend  the  opentioo  of  the  agrBcnmit  or 

the  optmoa  tlat  the  dccuira  tnnrivea  sach  as  t 

or  nlarict  as  will  be  likdy  to  neocMftatc  a 

meot  of  the  rale*  of  any  earner."    The 

BO  luipcndtd  iDiut  then  receive  a  bcariss  aod  the  board  ■■■ 

aflinii  or  ino<li(y  ii  a»  toon  as  practicable.    Dcftwem  of  At 

Labor  Board  in  all  these  matters  must  have  the  cooairnaa 

of  not  leM  than  five  of  tl>  otoe  manbers.  and  in  case  of  i 

deciiion  involving  wages  and  salaries,  at  least  one  of  the  rcF>^ 

sentalivoi  ui  ttte  inihjic  most  concur.** 

I'lw  gCDcral  character  of  the  legislative  policy  toward  labr 
is  reflected  in  ihc  provioion  that  all  the  decisions  of  the  Late 
Board  with  regard  to  wages  or  salaries  and  of  the  Labor  Board 
or  Adjuumcnt  Board*  with  regard  to  working  conditions  "ita&^ 
eitabliiih  raicH  of  waKt"  and  salaries  and  standards  of 
conditions  which  in  the  opinion  of  the  board  are  just 
rcatHJtablc."  And  the  Lalxir  Board  is  instructed,  in  dcl< 
ing  the  juRlncu  and  reasonableness  of  wages,  salaries, 
working  comlitions,  to  take  into  account,  among  other 
sideraliont:  the  scales  of  wages  paid  for  similar  kinds  of 
in  otiicr  induMries ;  tlie  relation  between  wages  and  the  coic 


■/KS«.w(0.  <b),  (c). 


THK  TRANSPORTATION  ACT  OF  loao        431 

living ;  the  hazards  of  (lie  employment ;  tlie  training  and  skill 
required ;  the  degree  of  responsibility ;  the  character  ant!  regu- 
larity of  the  employment ;  and  inequalities  of  increases  in  wagca 
or  of  treatment  as  a  result  of  previous  wage  orders  or  adjust- 
ments. These  standards  arc  very  comprehensive  and  are  clearly 
designed  to  produce  equitable  adjustments  of  wages  and  work- 
ing conditions.  In  practice,  however,  much  will  necessarily 
depend  upon  the  relative  weight  accorded  to  each  of  the  factOTS 
enumerated.*^ 

The  effectiveness  of  the  labor  provisions  will  de])end.  very 
largely,  on  whether  public  opinion  will  j»rovc  strong  enough  to 
compel  Mrict  observance  of  the  orders  of  the  Railroad  Labor 
Board,  despite  the  absence  of  penal  sanctions.  The  law  merely 
provides  that  its  decisions  shall  be  entered  upon  the  records 
"and  copies  thereof,  together  with  such  statement  of  facts 
bearing  thereon  as  the  Iward  may  deem  proper,  shall  be  imme- 
diately communicated  to  the  p.irties  to  the  dispute,  the  Presi- 
dent, each  Adjustment  Board,  and  the  Commission,  and  shall 
be  given  further  pviblicity  in  such  manner  as  the  Labor  Board 
may  determine."  When  the  I-abi»r  Board  has  reason  to  believe 
that  any  decision  rendered  by  ilself  or  by  an  Adjustment  Board 
lias  been  violated  by  any  carrier  or  organization  of  employees, 
it  may  on  its  own  initiative  investigate  and  dctcnninc  whether 
there  has  been  any  such  violation.  Even  in  that  case,  however, 
the  Lalmr  Board  is  merely  empowered  to  make  its  decision 
public  in  such  manner  as  it  may  determine.  In  other  words, 
the  force  of  public  opinion  is  relied  upon  as  the  ultimate  agency 
through  which  the  labor  re1ation.<vl»p3  prescribed  by  governmen- 
tal authority  must  be  enforced." 

'Ibid..  Sec  307,  par.  (d). 

"/W(t,  See,  307,  par.  (c):Scc.3i3.  There  arc  also  many  mbcelUneou* 
proTi«ionii  in  the  FrantporUtian  Act.  dcrining,  for  the  mosi  part,  the 
private  rijthts,  in  various  connections,  of  carriers  and  shippers,  antt 
pc»ies,iing  but  a  remote  bearing  upon  the  important  public  questions 
involved  in  the  railroad  problem.  It  slioulil  be  added,  however,  that 
the  tnterttatc  Commerce  CommiHion  it  crUrgcd  so  as  to  ciMisist 
of  dercn  member*,  and  ibe  aoaual  salary  of  the  comtniHionera  is  raised 

to  $13,000. 


CHAPTER  XII 

THE  CHAKACTEB  Of  THE  ADJUSTHBKT 

Our  final  task  is  to  present  an  appraisal  of  the  railroad  sr 
tion  foHowing  the  return  of  the  roads  lo  private  management, 
tinder  the  regulatory  system  established  by  the  Transjxjnati 
Act.  This  will  necessitate  an  examination  of  the  shorlcominj 
of  the  settlement,  of  the  constructive  features  of  the  a<ljustmait 
and  of  the  elements  of  the  railroad  outlook.  This  undertakir 
need  not  be  based  altogettier  iii>on  a  priori  con»dcrations.  Tin 
first  year  of  ihe  Esch-Cummins  Act  was  a  very  eventful  one; 
and  while  it  cannot  provide  an  adequate  test  of  the  new  l^'sla* 
tion,  a  brief  sketch  of  immediate  developments  will  lend  assis-j 
tance  in  formulating  a  sound  interpretation. 

§/.    The  First  Year  of  thf  New  Legislation 

Direct  governmental  responsibility  toward  the  railrotds  wuj 
not  completely  terminated  with  the  relinquislinient  of  FedeiaLl 
Control.  A  twofold  financial  obligation  remained:  first,  thcT 
guaranty  of  the  standard  return  was  continued  for  a  period  of] 
six  months ;  and  second,  provision  was  made  for  new  loans  for] 
the  capital  account. 

Most  of  the  carriers  availed  themselves  of  the  protection  of 
th«  six-roonths'  extension  of  the  standard  rctura     Only  35 
operating  corporations  elected  to  resume  private  managementj 
on  their  own  responsibility ;  666  of  them  chose  the  safer  alter- 
native of  the  government   guaranty.     The  necessity  of 
guaranty,  and  the  wisdom  of  the  roads  in  accepting  it.  we 
demonstrated  by  the  results.    Although  the  volume  of  tra 
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remained  favorable  Ihrougtiout  the  six-months'  period,  the 
continuation  of  the  level  of  lraiis])orl»t!o»  citargcs  operative 
under  Federal  Control,  coupled  witli  increased  wages  and 
mounting  costs,  resulted  in  a  net  operating  deficit  of  about 
$200,000,000,  which,  together  with  the  guaranteed  staitdard 
return,  imposed  upon  the  (kivenittient  a  total  oblation  in 
excess  of  $600,000,000.  Without  this  transitional  saf^iiard, 
a  targe  proportion  of  the  roads  would  have  faced  receivership. 
It  is  to  be  noted,  however,  tiiat  conMdcrable  difliculty  was  en- 
countered in  iitaking  the  protection  of  tlie  guaranty  pradicaliy 
available  for  the  raUroads.  Many  carriers  found  a  pressing 
current  need  for  funds,  and  made  application  to  the  Govern- 
ment for  advances.  But  after  the  Treasury  Department,  upon 
the  recommendaiion  of  the  Interstate  Commerce  Commission, 
had  advanced  some  $254,000,000,  further  "piecc-mcal"  pay- 
ments were  refused,  pending  a  final  determination  of  the  extent 
of  the  Government's  indditedtiess  in  each  case.  From  the 
standpoint  of  the  railrcuids,  the  situation  was  critical,  aince 
months  of  laborious  computation  (aside  from  the  contingency 
of  prolonged  litigation)  might  thereby  be  allowed  to  elapse, 
while  iIk  coTpunttions  were  in  urgent  need  of  immediate 
resources  for  interest  payments  and  even  for  (^>etating  ex- 
penses. The  necessity  for  relief  was  widely  recognized,  but 
not  until  about  a  year  after  the  passage  of  the  Transportation 
Act — through  the  enactment  of  the  Winslow  amendment  Feb- 
ruary 26,  192 1 — were  the  carriers  accorded  tlie  full  degree  of 
protection  originally  intended. 

The  second  important  phase  of  transitional  policy  was  the 
extension  to  the  carriers  for  a  period  of  two  years  of  the  privi- 
I^e  of  utilizing  the  credit  of  the  Government  in  raising  funds 
for  the  capital  account.  For  this  purpose  the  simi  of  $300,- 
000,000  had  been  appropriated  as  a  "revolving  fund,"  and  its 
adniitii^lration  entruste<i  to  tlie  Inlerstale  Commerce  Comnris- 
tion.  In  view  of  the  fact  that  the  interest  rate  on  these  govern- 
mental loans  was  limited  to  6  per  cent.,  while  market  rates  on 
cxceUcnt  security  ran  as  high  as  S  to  9  per  cent.,  requests  for 
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aid  far  excc«(t«d  the  capital  available.    On  June  7,  1920,  tl 
Commission  made  the  following  tentative  apportionment  o 
the  fund:  for  the  acquisition  of  frctghi  cars,  $7S/>oo,ooo;  f< 
the  acquisition  of   freight  and  switching  locomotives,  $50,- 
000,000;  for  additions  and  betterments  to  promote  the  move- 
ment of  freight -train  cars,  $73,000,000;  for  maturing  indebted- 
ness, $50,000,000;  for  short-line  railroads,  $i2/xx}^ooo;  and  at 
a  temporary  reserve   for   claims  and   judgments  against   tlie 
United   Stales  arising  out   of   Federal  Control.  $40,000,000.* 
With  the  aid  of  committees  of  the  Association  of  Railway 
Executives  and  the  American  Short  Line  Railroad  Assoctatii 
dianges  in  (he  apportionment  for  these  various  purposes  were' 
subsequently  made,  and  Ihe  applications  of  individual  carriers 
certified  by  the  Commission.    Tlic  process  of  extending 
was  somewhat  retarded  by  the  requirement  of  an  unq 
finding  that  the  sums  cerlilied  for  the  various  roads  were 
obtainable  elsewhere.    After  a  liearing  held  on  September  23, 
1930,    the    Commission    accepted    the   consensus    of    opinion 
"that  inability  of  an  applicant  for  a  loan  to  provide  itself  with 
the    funds    necessary    from    other    sources    should    not    be^ 
interpreted  as  absolute  inability,  but  that   if   the   terms  and' 
conditions  under  which   fimds  could  be  obtained   from  oilier 
sources  are  so  burdensome  thai  they  should  not,  in  tlie  exerciMl 
of  a  wise  business  discretion,  be  accepted,  the  finding  could 
properly  be  made  that  the  applicant  is  unable  to  obtain  the  fund 
necessary  for  the  purposes  of  the  loan  from  other  sources."' 

Probably  the  most  important  development  during  the  first' 
year  of  the  new  legislation  that  possesses  permanent  significance 
was  the  increase  in  transportation  charges  which  became  effec- 
tive August  26.  1920.    Almost  immediately  after  the  restoration 
of  private  management  the  Commission  requested  the  carriers 

'Ptif  further  data  with  regard  to  "loant  to  carrien  during  iruijititn 
period."  f^  TTiiriy-fourth  Annual  Rqiort  of  the  latcrstaie  Commeftc 
Canunisjiion,  I93Ch  pp^  30-33- 

'Ibid.,  p.  33- 
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to  prepare  petitions  (or  the  rate  advances  which  they  deemed 
necessary.  Applications  were  filed  toward  the  end  o(  April 
and  early  in  May.  Tht^  called  for  substantial  horizontal  ad- 
vances on  a  percentage  basts.  The  Commission  held  hearings 
on  these  propojals  for  a  jKiHod  of  live  weeks,  beginning  late 
in  May  and  ending  early  in  July.  The  final  decision  of  the 
Commission  was  a  very  complex  one,  not  alone  because  the 
entire  country  was  to  be  affected,  but  because  this  was  to 
constitute  the  first  rate  dctcTmination  under  the  new  provisions 
of  the  Transportation  Act.  There  were  many  difficulties,  and 
little  guidance  tlirough  precedent. 

First,  it  was  necessary  to  determine  whether  ratej  should 
be  adjusted  for  the  country  as  a  whole,  or  for  specific  rate 
groups  or  territories.  As  early  as  March  22,  1920,  this  ques- 
tion had  been  argnetl  before  the  Commission,  and  the  prepon- 
derance of  opinion  favored  the  utilization  of  the  three  classi- 
fication terrHories— official,  southern,  and  wciitcrR — as  rate 
groups.  The  carriers  therefore  prepared  their  petitions  and 
supporting  evideiKc  on  this  basis.  The  Commission  finally 
adopted  four  groups:  fCastem,  Soiilhem,  Western,  and 
Mountain- Pacific — the  western  cUussification  territory  being 
divided  into  tlie  Western  group  and  the  Mounlain-Facific 
group,  "the  territory  west  of  the  Colorado  common  points" 
constituting  tlw  new  grouj)." 

The  tKxt  problem  was  to  ascertain  the  valuation,  for  rate- 
making  i«ir|)oses,  to  be  assigned  to  tlic  property  of  the  roads 
in  each  of  these  groups.    The  Commission  gave  due  considera- 

'  "THc  record  shows  that  the  principal  railtnads  Rcrring  the  tcrritofy 
wot  of  ifac  Colorado  common  pointi.  nprcially  the  so-callcil  iraascon- 
tineiital  niiltosd»  a*  a  wliolc.  arc  in  a  tubstaniully  better  fmancial 
condition  (haii  oihcr  carriers  in  the  wcMem  trrriioi)'.  Il  alto  shows 
that  the  rairs,  grnmlly  speaking,  arc  materially  higher  in  the  region 
west  of  the  Colorado  common  iminti  than  in  the  pari  of  the  wcsleni 
tcrrilory  lying  ea»t  thereof-  Coniitlering  tlie  whole  situation  it  is  our 
view  that  the  territory  west  of  the  Colorado  cooimon  points  and  the 
iralhc  to  and  from  that  territory  may  properly  be  siven  separate  treat- 
ment." Ejt  Parte  74  (In  tlie  matter  of  the  applicationi  of  carriers 
ill  official,  southern,  and  western  cUuitKAtiinn  territories  for  authority 
to  tncreaK  r«t«},  pp.  3i4-zts. 
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lion  to  all  tiie  ekmenls  presenter]  by  (he  record:  to  the  dair 
of  the  carriers  thai  the  "aggregate  amount  carried  as  hook  coM 
of  plant  and  cquipmciii"  be  taken  as  the  value  base;  to 
results  of  its  own  valuation  of  railroad  properties  as  far  as] 
availahle;  to  the  investment  accounts  of  the  roads  as  maintained] 
since   1907   under  its  supervision;  to  the   "probable  earningj 
capacity  of  the  properties  under  particular  rates  prescribed 
by  law  and  ttie  sums  rwiiiircd  to  meet  operating  expenses,  m 
ratcly  and  collectively ;"  to  the  amount  and  market  value  of 
railroad  stocks  and  bonds;  to  "the  fact  that  the  carriers 
operating  units  and  Roing  concerns"  viewed  "in  the  liyht  of 
the  financial  history  of  the  transportation  system  of  the  United 
States ;"  to  the  "needs  for  working  capital,  and  materials  and 
supplies  on  hand."    On  the  basis  of  this  record,  but  without 
explaining  the  methods  by  which  it  readied  its  results,  the 
Commission  condudcd  that  the  total  value  of  the  railroad  pre 
crties  "for  the  i>uqx>scs  of  this  particular  case"  was  $18,900.-] 
000,000.    11ie  lK>ok  cost  of  the  roads,  as  of  December  31,  1919^] 
presented  by  the  earners  totaled  $20fl^,$72fiii.    The  Corn*] 
mission's  valuation  by  groups  was  about  2>4  per  cent,  lowetl 
than  that  of  the  eastern  carriers,  and  more  than  8  per  cenLj 
lower  than  tliat  of  the  southern  and  western  roads.* 

Under  the  Transportation  Act  the  carriers  were  entitled  to 
a  return  of  5J^  per  cent,  on  the  value  of  the  property  in  each 
rate  group,  and  to  an  additional  '/i  of  1  per  cent.,  within  the 
discretion  of  the  Commission.  In  view  of  the  shortage  of 
equipment  and  the  diflicuUies  of  financing,  the  Commission 
readily  granted  tlie  maximum  rate  of  return  allowable  under  the 
taw.  The  remaining  ta-tk,  therefore,  was  to  determine  the 
spedfic  increases  in  charges  necessary  to  yield  a  6  per  cent. 
return  on  a  total  valuation  of  $18,900,000,000,  or  a  net  oper- 
ating income  of  $1,134,000,000  annually.  In  order  to  perform 
this  task  effectively,  it  was  necessary  to  consider  the  stability 
of  the  existing  price  levd,  to  take  into  account  the  wage  in- 

*  For  a  (abulslion  by  groujia  ol  botli  the  book  cost  of  the  propeftiei 
and  of  the  valiution  of  (he  Coinmiiwon,  lee  Er  Partt  ;4,  pp.  336-^39,. 
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c  of  more  than  $600,000,000  authorized  in  July  by  the  Rail- 
road Labor  Hoard,  and  to  estimate  the  probable  extent  of  traTic 
in  the  uncertain  period  following  the  award.  Tlie  carriers  in 
stem  territory  asked  for  an  increase  tn  freight  rates  of  40 
per  cent.,  those  in  southern  territory  for  39  per  cent.,  and  those 
in  wcitcm  territory  for  32  per  cent.  The  Commission  granted 
the  full  40  per  cent,  for  the  roads  in  the  eastern  district,  reduced 
the  claim  of  the  southern  di.ttrict  to  25  per  cent.,  and  allowed 
a  35  per  cent,  increase  for  the  roads  m  the  eastern  portion  of 
western  classification  territory  (lo  the  western  district  as  de- 
fined by  the  Commission),  and  25  per  cent,  for  ilic  Mountain- 
Pacific  group.  The  increase  on  inlcr-group  rates  was  fixed 
at  33I&  per  cent.  In  addition,  a  flat  advance  of  30  per  cent, 
was  allowed  on  passenger  fares,  excess  baggage  rates,  and 
tariffs  for  milk  shipped  in  pas.<>enger  trains;  and  a  50  per  cent 
surcharge  was  authorized  upon  "the  space"  of  passengers  in 
sleeping  and  parlor  cars,  tlie  revenue  to  accrue  to  the  carriers. 
This  revision  of  railway  rates,  ordered  July  29,  was  put  into 
effect  August  26,  hut  a  few  days  before  the  lapse  of  the  six 
months'  guaranty  period.  It  was  eslmintcd  that  the  new  Uriffs 
would  pnxluce  an  increase  in  gross  annual  revenues  of  about 
$i,5oo,ooo/>oo. 

The  Interstate  Commerce  Commission  assumed  that  the 
state  commissions  would  permit  similar  rate  advances  on  intra- 
state hauls;  but  in  only  about  one-half  of  the  states  were  the 
increases  asked  by  the  carriers  in  accordance  with  the  Com- 
mission's order  approved  in  full.  In  a  few  of  the  states  in- 
creases were  altogether  denied ;  in  some  of  them  the  advances 
applied  for  were  reduced;  in  others  the  state  commissions 
pleaded  lack  of  jurisdiction.  The  state  decisions  were  con- 
tested before  the  Interstate  Commerce  Commis«on,  which  uni- 
formly declared  them  to  be  in  violation  of  the  provisions  of 
the  Transpurlation  Act,  and  ordered  the  carriers  to  increase 
their  rates  in  ilie  various  states  in  conformity  with  the  inter- 
ale  advances.  Not  until  the  early  months  of  1921,  however, 
ere  the  railroads  finally  enabled  lo  secure  the  desired  advaiKCS 
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over  ihc  entire  country.  The  question  o(  ihc  \'alidity  of  the] 
Commission's  exercise  of  autlwrity  u\'er  intrastate  rates  is  now! 
before  the  federal  courts.  The  diief  point  of  attack  is  cen-j 
tcrcd  in  the  daini  that  the  state  rates  were  increased  by  ihei 
Commission  as  a  means  of  providing  additional  revenue  for  tbej 
carriers,  rather  than  to  prevent  discrimination  against  tnter-j 
state  commerce.  The  trend  of  opinion  seems  to  indicate  thatj 
the  Interstate  Cbnuncrce  Commission  will  be  sustained — thatJ 
the  principle  of  the  Shrcveport  decision  will  ba  extended,  il 
necessary — and  that  federal  authority  over  rale  regulation  vrill] 
thereby  become  practically  exclusive. 


Next  to  the  rate  advances,  the  wage  increases  ordered  by  the  ' 
Railroad  Labor  Board  exerted  Ihc  most  significant  infiucncej 
upon  the  financial  condition  of  the  earners  during  the  first  year! 
following  the  restoration  of  private  management.  The  wage 
demaitds  which  were  submitted  to  llie  railroads  in  Kfarch,  1920, 
had  been  pending  (or  more  than  a  year.  During  the  last  montli 
of  Federal  Control  strikes  were  averted,  esiwcially  among  the  M 
maintenance  workers  and  trainmen,  only  by  tlie  promise  of  ™ 
the  President  ttiat  he  would  hasten  the  organization  of  Ihe  labor 
machinery  to  be  provided  in  the  new  legislation,  in  order  tliat 
the  demands  of  the  men  might  be  given  early  consideration. 
The  Labor  Board  was  not  immediately  organized,  however,  sod 
when  the  carriers  and  thdr  employees  (ailed  to  come  to  agioe- 
mcnt,  a  series  of  "unauthorized"  strikes  ensued,  beginning  in 
April  and  continuing  into  the  summer.  TIk  strikers  were 
chiefly  switchmen  and  yardmen ;  only  the  lai^|;er  terminals  were 
affected;  and  (he  union  officials  refused  to  support  the  men. 
Since  the  switchmen  hold  key  positions,  however,  their  defection 
so  tied  up  the  traffic  in  terminal  yards  that  the  congestion  of 
freight  5()rcad  to  the  entire  country,  and  a  complete  breakdown 
of  the  service  was  threatened.*     These  strikes  hastened  the 

*".  .  .  on  accooni  of  the  «wiichfiwn'i  strikes  the  railroadi  'catcd 
to  (tiRcliofi'  to  a  fur  greater  extent  than  durioK  the  period  lowaril 
the  end  of  1917  when  a  stiniUr  staleincnl  wiu  made  of  them  at  a 
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ganizstion  of  the  Railroad  Labor  Board  on  April  14,  1920, 
and  hearing  on  the  wage  di:ni3ii(l*i  were  b^un  immediately. 
These  hearings  were  «>nchKl«l  June  a,  and  the  inaeases  were 

■ordered  July  20.  rctrosciive  to  May  i,  1920.* 

B  The  aggregate  demands  of  the  cmp!o>'cc3  Have  been  ofHctally 
estimated  at  about  $800,000,000:  the  annual  wage  increases 
authorized  by  the  Lnbor  Hoard  (as  estimated  by  the  Interstate 
Commerce  Commiiision  in  connection  with  the  rate  advances) 
was  about  $618,000,000.  Practically  all  classes  of  workers  on 
the  larger  trans;x)rtation  systems  were  affected ;  the  adjustment 
of  wages  on  the  short  line  railways  (as  well  as  the  question 
of  working  agrecnicnts)  were  po»tpon»l  for  future  decision. 
In  reaching  its  decision,  the  Labor  Board  gave  specific  consid- 
eration to  the  various  "relevant  circumstances"  prescribed  by 
the  Transportation  Act,  and  adjusted  ail  increases  on  the  basis 
of  the  schedules  then  in  force,  as  established  by  the  Railroad 
Administration  under  Federal  Control.  By  way  of  general 
conclusion  it  declared:  "It  has  been  found  by  this  Board  gen- 
erally that  the  scale  of  wages  paid  railroad  employees  is  sub- 
stantially below  (hat  paid  for  similar  work  in  outside  industry, 
that  the  increase  in  tivii^  cost  since  the  effective  date  of  Gen- 
eral Order  No.  27  and  its  supplements  has  thrown  wages  below 
the  pre-war  standard  of  living  of  these  employees,  and  tliat 
justice  as  well  as  the  maintenance  of  an  essential  industry  in 
an  efficient  condition  require  a  substantial  increase  to  practically 
classes."' 


W 


reason  for  th«ir  taking  over  by  the  Govemtnent  .  .  ."  Raittvoy  Age, 
January  7,  igai.  p.  60.  "In  effect  11  was  at  if  about  75ofi0a  cars  [or 
the  time  bdntf  h»d  ceased  to  exist  as  facilities  of  conunercc."  Thtrlr- 
(ourlh  Annual  Report  of  Ihe  Intcrtlale  Commerce  Comniasioo,  19^, 
p.  12. 

'EiKhlecD  months  will  have  elapsed  when  this  dccbion  Is  rendered 
from  the  original  prcMntation  in  January.  1919.  of  the  first  of  ihc 
re()uests  whidi  it  in  part  determines  ...  as  a  measure  of  justice  it 
was  decided  .  .  .  Iliat  this  decision  .  .  .  would  be  effective  at  of  May 
■  St.  1920^  ■  .  ■'  United  Stales  Railroad  Labor  Uoard,  Deciswn  No.  a 
(Dockelit  I,  3,  and  3),  p.  5. 

'  Ibid.,  p.  7. 
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The  full  linancial  significance  of  both  the  rate  advance  and  the 
wage  iocreas<.-!i  can  be  grasped  only  in  the  light  of  ttie  important 
traffic  developnienls  of  itie  year. 

The  brink  business  recovery  of  the  summer  of  1919  (aftec 
ttie  initial  depression  foUowit^  the  armistice),  coupled  with  the 
didocation  of  service  incident  to  the  coal  strike  of  November, 
resulted,  upon  tlie  return  of  the  roads  in  March,  1920,  in  a 
Ui:ge  number  of  cars  "off  the  owning  lines,"  and  in  a  high 
percentage  of  bad  order  equiimient.  The  carriers,  therefore, 
found  tlicmsdves  especially  unprepared  to  cope  with  the  diffi- 
culties of  Utc  switchmen's  strikes  in  April.  As  we  Itave  noted 
ejirlier,  there  was  a  gei>eral  tie-up  of  freight  cars  in  the  larger 
terminals,  and  a  complete  disruption  o{  the  ser%'ice  wat 
threatened.  In  spite  of  the  efforts  of  the  roads  to  meet  the 
situation,  through  the  imixtsitkin  of  embargoes  and  the  intensive 
use  of  equipment,  foodstuffs,  coal,  and  raw  materials  were 
being  seriou<ily  delayed.  By  May  15,  tlie  situation  was  so 
grave  that  the  carriers  petitioned  ihe  Commi&^on  lo  make  use 
of  its  emergency  powers  by  "(a)  the  giving  of  priority  and 
preference  in  movement  of  necessary  food,  fuel,  and  other 
vital  commodities;  (b)  the  relocation  of  empty  equipment; 
(c)  the  necessary  postponement  and  dday  of  loading  or  moi.-c- 
ment  of  other  less  important  commodities;  and  (d)  the  reduc- 
tion of  existing  passenger  service  as  far  as  might  be  necessary ; 
in  order  (e)  that  to  the  extent  necessary  to  accomplish  tliese 
purposes  the  carriers  might  be  rdieved  from  the  operation  of 
Federal  and  slate  laws  and  orders  recognized  under  ordinal 
transportation  conditions."* 

The  Interstate  Commerce  Commission  decided  that  it  wou! 
be  unwise  to  issue  any  comprehensive  priority  or  prefcrcnc: 
orders,  but  it  did  at  once  detennioe  that  an  emergency  existed, 
and  on  May  20  began  to  lake  the  traffic  situation  in  hand 
through  the  issue  of  a  scries  of  "car  service  orders."    These 

*  Thirtjr- fourth  Annual  Re[K>rt  of  tlte  Interstate  ConunerM  Ct>ni- 
misiioii,  1S0(^  p.  14- 
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orders  dealt  chiefly  with  tiic  relocation  of  empty  cars,  the  pro- 
vision oi  adequate  equipment  for  the  transport  of  coal,  and  the 
free  routing  of  freight.  Eastern  carriers  were  directed  to 
deliver  empty  box  cars  to  their  western  connections  to  aid  in 
the  movement  of  food  products,  while  open  top  equipmeni  was 
reserved  exclusively  for  coal  ami  was  hurried  to  llie  east.  The 
Commission  cooperated  with  the  Car  Service  Division  of  the 
American  Railroad  Association  and  was  assisted  by  terminal 
committees,  similar  to  tliose  created  during  Federal  Control, 
at  the  imponant  industrial  centers.  Through  these  means 
freight  congestion  was  prcgressively  reduced,  and  the  roads 
were  enabled  to  handle  the  heaviest  traffic  in  their  history  for 
the  months  of  July.  August,  and  September.  "On  February 
27,"  reported  the  Commission,  "the  accumulations  of  freight 
were  103^37  cars.  For  April  the  daily  average  accumulations 
of  freight  were  208,698  cars,  and  immediately  following  the 
outbreak  of  the  strike  mounted  to  more  than  287,000  cars.  The 
daily  average  in  July  liad  been  reduced  to  101,612  cars,  and  by 
October  22  the  accumulalions  were  reduced  to  39,807  cars, 
which  approximates  normal  condition."  •  Tlic  emergency  is 
believed  by  many  to  have  been  as  grave  as  that  in  the  winter 
of  1917.  and  the  tonnage  of  ihe  summer  months  was  unprece- 
dented. The  Commission  should  be  credited  with  noteworthy 
success  in  the  exercise  of  the  vast  "car  service"  powers  granted 
to  it  by  the  Transportation  .Act. 

But  the  traflic  situation  was  radically  chained  in  the  course 
of  the  fall  months.  In  November  and  December  the  effects  of 
husiiie.is  depression  began  to  be  acutely  fell,  and  railroad  traffic 
began  to  fall  off  sharply.  A  car  shortage  of  147,000  on  Sep- 
tember I,  had  been  turned  into  a  surplus  of  128,000  by  De- 
cember 23 ;  and  at  the  end  of  March.  t92i,  there  were  496,000 
idle  cars  in  the  United  States — about  one-fifth  of  the  total 
equipment.  In  the  five-month  period  from  AuguM,  1920,  to 
January,  1921,  there  was  a  decrease  of  26  per  cent,  in  ton  mile- 
age.   Between  October,  1920,  and  February,  1921,  tliere  was 

•Ibid.,  p.   16. 
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a  decrease  of  45  per  cent,  in  car  loading.  When  complete  Irst 
fie  !<(alistics  become  available,  the  decline  in  traffic  during 
depression  of  1920  and  1931  will  probably  be  found  to  be  the 
sharpest  with  which  the  roads  have  ever  had  to  contend. 

This  traffic  situation,  coupled  with  the  fact  that  the  wage 
increases  were  retroactive  to  Maj  i.  and  that  the  advance  in 
rates  did  not  become  effective  till  the  end  of  August  and  was 
not  fully  operative  on  intrastate  buMues^  for  five  or  six  months 
thereafter,  rendered  the  financial  showing  of  the  carriers  for 
the  year  igao  the  worst  in  railroad  histor>'.  The  total  net' 
operating  income  for  the  year  was  but  $62,^4^1 — about  ^ 
of  I  per  cent,  on  the  "fair  value"  rccogniied  by  the  Commis- 
sion for  the  purpose  of  the  rate  advances — in  spite  of  the  fact 
that  gross  revenue  had  reached  the  extraordinary  figure  of 
$6,225,402,762 — the  largest  sum  ever  paid  for  transportation 
service  in  a  single  year.  The  road«  were  saved  from  baidt- 
ruptcy  through  the  government  subsidies  during  the  first  eight 
months,  and  because  of  their  i>osJtive,  though  inadequate, 
financial  showing  from  Sicptcmbcr  to  the  end  of  the  year.  For 
January  and  February  they  had  received  about  $i5o.ooox>oo 
under  their  Federal  Control  contracts;  for  the  period  front 
March  to  September  they  received  more  than  $6oo,ooo,oO(] 
under  the  terms  of  the  transitional  guaranty:  and  during  tht 
remaining  four  months  their  net  earnings  were  somewhat  in 
excess  of  $225,000/100.  While  the  earnings  of  the  roads  for 
the  first  four  months  of  independent  operation  (from  Sep- 
tember I,  1920.  to  January  I,  1921)  fell  short  by  more  than 
one-third  of  the  amount  necessary  to  provide  the  6  per  cent, 
return  contemplated  by  the  Commission  in  the  rate  advance!, 
the  financial  situation  actually  became  critical  during  the  Erst 
two  months  of  1921.  Preliminary  estimates  indicate  that  tlie 
railroads  incurred  a  net  operating  deficit  of  more  than  $8/x]0,- 
000  during  January  and  February,  1921.  more  than  $j,oooflCO 
of  which  resulted  from  the  operations  of  the  latter  month. 

These  financial  difficulties  created  a  serious  dilemma.    Fur- 


I 


THE  CHARACTER  OF  THE  ADJUSTMENT    443 

thcr  rate  advances  were  out  of  the  question— it  was  widely 
claimed  that  tlic  existing  charges  were  "exorbitant,"  and 
brgely  responsible  for  the  decline  in  traiBc — but  rate  rcduc* 
tions,  as  a  means  of  stimulatinji  the  volume  of  business,  were 
deemed  impossible  without  a  prior  readjustment  of  operating 
expenses.  Since  the  compensation  of  employees  constitutes 
the  predominant  expense  item,  the  carriers  turned  their  atten- 
tion to  the  labor  ^iluation,  pleading,  in  the  first  instance,  for 
the  abrogation  of  the  national  agreements,  which  they  claimed 
to  be  one  of  the  primary  causes  of  excessive  labor  cosu. 

The  question  as  to  the  continuance  of  tlie  national  agree- 
ments with  regard  to  working  conditions  that  had  been  "nego- 
tiated belween  the  United  Slates  Railroad  Administration  artd 
tbe  so-called  standard  recognized  labor  oi^aniz^tiuns"  tirst  came 
before  the  Labor  Board  April  16,  1920,  as  port  of  the  dispute 
involving  the  demands  of  Ihe  men  for  wage  increases.  In  its 
decision  of  July  20,  1920,  the  Board  ordered  the  continuance 
of  these  agreements.  unleS'S  modified  through  mutual  assent  of 
any  carrier  and  its  employees,  until  further  hearings  might  be 
held  and  adequate  consideration  piven  to  the  merits  of  the 
controversy.  (Decision  No.  2.)  These  "further  hearings" 
were  begun  January  10,  1921,  and  the  decision  of  the  Labor 
Board  was  rendered  April  14.  Although  the  Board  found  that 
the  conferences  between  the  carriers  and  their  employees  had 
been  but  "a  perfunclorj'  performance"  of  Ihe  requirements  of 
the  Transportation  Act,  it  took  jurisdiction  of  the  dispute  be- 
cause it  was  one  "likely  substantially  to  interrupt  commerce." 
Moreover,  the  Board  refused  to  vacate  its  functions  by  abro* 
gating  the  aercenicnts  at  once,  without  hearing,  in  spite  of  the 
v^orous  insistence  of  the  spokesmen  of  the  carriers  that  with- 
out such  relief  the  roads  faced  financial  disaster.  Its  decision 
was  based  on  a  vast  mass  of  c\-icknce  and  argument.'" 

Aside  from  the  claim  of  the  railroads  that  the  prevailing 
adjustment  of  working  conditions  was  imposing  an  impossiUe 

"Unhcd  Stale*  Railroad  Labor  Board,  Dediioo  No.  119  (Dodcets 
1,  2.  V)d  3).  April  U.  "»'■ 
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fiiuincuil  burdcii  upon  them,  and  llie  counterclaim  of  tlic  bbor 
ori^nizations  that  the  financial  difficulties  of  the  roads  were 
due  to  mismanagement,  argument  centered  upon  the  relative 
merits  of  national  and  collective,  as  Bf;:ainst  local  and  individual 
determination  of  working  niles.  The  labor  organizationB  io- 
sistcd  that  the  national  agreements  constitute  just  and  reuoa- 
ablc  rules  and  should  be  applicable  to  all  the  carriers;  tei 
"local  conferences  retitiiring  necesiarily  the  participation  ot 
thousands  of  railway  employees  for  several  weeks  would  con- 
stitute an  Konomic  waste  ;ind  would  produce  a  multiplicity  of 
controversies  as  well  as  irritation  and  disturbance" ;  that  "to 
require  local  conferences  would  be  to  expose  the  local  organi- 
sations on  the  several  carriers  to  the  entire  power  and  weight 
of  all  the  carriers  acting  through  the  Association  of  Railway 
Executives  on  the  conferring  carrier" ;  that  "such  a  disparity 
of  force  would  produce  an  inequitable  result  highly  provocaiivc 
of  discontent  and  likely  to  result  in  traffic  interruptions."  The 
carriers,  on  the  other  hand,  contended  that  the  natiottal  af^rce- 
ments  should  be  immediately  terminated  and  the  matter  "re- 
manded to  the  individual  carriers  and  their  employees  for  ne- 
gotiation and  individual  agreement";  that  "rules  negotiated  bf 
the  employees  and  officers  who  must  live  under  them  are  mott 
satisfactory";  that  "substantial  differences  exist  as  bctweea 
the  se^'cral  carriers  with  relation  to  the  demands  of  the  xr- 
vice"  which  should  be  reflected  in  the  rules;  that  "these  local 
differences  can  be  given  proper  consideration  only  by  local 
conferences."" 

The  Labor  Board  reoc^ized  some  merit  in  both  sets  of  con- 
tentions. It  refused  to  extend  the  national  agreements  indeli- 
nitcly.  being  unable  to  find  that  all  the  rules  embodied  in  tiwm 
arc  just  and  reasonable  and  equally  applicable  to  all  carriers: 
but  it  also  refused  to  terminnte  these  agreements  at  once,  beini; 
unwilling  to  "leave  many  carriers  and  their  employees  without 
any  rules  regulating  working  conditions."  It  admitted  thai 
certain  matters  in  the  national  agreements  "are  local  in  nature 

"/6ia.,p.4. 
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and  require  considtration  of  local  conditions,"  but  contended 
.that  other  matters  "arc  general  in  character  and  substantial  uni- 
'onnit>-  in  rules  regulating  such  subject  matters  is  desirable." 
The  action  of  the  Lahor  Board  was  designed  to  combine  the 
advantages  of  both  methods  of  sctllement — "to  secure  the 
performance  of  the  obligation  to  confer  on  this  dispute,  im* 
posed  by  law  on  officers  and  employees  of  carriers,  to  bring 
about  the  recognition  in  rule*  of  differences  between  carriers 
where  substantial,  to  preserve  a  degree  of  uniformity  in  rates 
regulating  subject  matters  of  a  general  nature,  to  prc\'cnt  to 
some  extent  the  operation  in  negotiations  of  a  possible  dis- 
parity of  power  as  between  the  carriers  and  their  employees, 
and  to  enable  the  representatives  of  employees  of  each  carrier 
and  the  officers  of  tliat  carrier  to  participotc  in  the  formulation 
of  rules  ui>der  which  they  must  live.  .  .  ."  In  view  of  the 
importance  of  the  controversy,  and  of  the  significance  of  the 
Board's  action  as  a  reflection  of  the  practical  fundioning  of 
the  labor  machinery  established  by  the  new  legislation,  the 
brief  decision  of  the  (jibor  Board  may  be  set  forth  in  full," 
"i.  Tlie  direction  of  the  Labor  Board  in  Decision  No.  2, 
extending  the  rules,  working  conditions  and  agreements  in 
force  uiwler  the  authority  of  the  United  Stales  Railroad  Ad- 

linistration,  will  cease  and  terminate  July  I,  [921. 
"2.  The  Labor  Board  calls  upon  the  officers  and  system  or- 
ganizations of  employees  of  each  carrier,  parties  hereto,  to 
designate  and  authorize  representatives  to  confer  and  to  decide 
so  much  of  this  dispute  relating  (o  rules  and  working  conditions 
as  it  may  be  possible  for  them  to  decide.  Such  conferences 
shall  begin  at  the  earliest  possible  date.  Such  conferences  will 
keep  the  Labor  Board  informed  of  final  agreements  and  dis- 
agreements to  the  end  that  this  Board  may  know  prior  to  July 
I,  1931,  what  portion  of  the  di5.pute  has  been  decided.  The 
Labor  Board  reserves  the  right  to  terminate  its  direction  of 
Decision  No.  2  at  an  earlier  date  than  July  1st.  with  regard 
to  any  class  of  employees  of  any  carrier  if  it  shall  have  reason 
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to  betie\-e  tliat  sucli  class  of  employees  is  unduly  clelajring 
progress  of  the  iiq^tiations.     The  Board  also  reserves  the  i 
right  to  stay  the  termination  of  the  said  direction  to  a  date  | 
beyond  July  t,  1921,  if  it  shall  have  reason  to  believe  that  any 
carrier  is  unduly  delaying  the  progress  of  the  n^otiations. 
Rules  agreed  to  by  such  conferences  should  be  consistent  with 
the  piinciples  set  forth  in  Exhibit  "B,"  hereto  attached." 

■  Exhibit  "ff"  (Ibid.,  pp.  l^-ie): 

I.  Ah  ubliKaiioii  rcsU  tiiioii  inanax«nKi)l.  upon  eich  or|r>niz*tion  of 
employee*,  and  upon  rach  i-m|iloyec  to  rentier  honest,  cf&cient  ani 
CGDnomiciil  icrvice  lu  tttc  carrier  kcrvinK  thi!  iniblic. 

3.  The  tpirit  ot  cimpcmion  bcivrceii  marugcmetii  and  employees 
beidf;  csteiitial  to  efficient  ugicraiioii,  boili  pkrites  tvil)  m>  coiuluet  thcin* 
mIvcs  as  to  proRiolc  this  spirit. 

3.  Mojuficment  haviai;  the  rmpoiiiitHlity  for  nfe,  clScicnt  and  eco- 
Domical  operation,  the  rules  will  not  be  stibveruvc  of  necessary  <Us- 
cipline, 

4.  Tile  riithl  of  railway  employees  to  ortfanlie  for  bwful  objects 
shall  not  be  denied,  iiilerfcr<il  wiih  or  ob»trucic<L 

5.  The  ritthl  of  tuch  lawful  orsaniialUin  to  act  toward  lawful  ob- 
jects lliruUKl)  relit escniaii V :-s  of  its  own  choke,  whfihrr  employee) 
of  a  particular  carrier  or  ot}ierwiie.  shall  he  u^rced  to  by  maoaxeraent 

6.  No  dticri  mi  nation  shall  he  prnciif^d  by  management  at  beiwen 
members  and  non-incnibcrs  of  orKa">">ions  or  as  between  tiHinfaen 
of  (lifTcTcRt  orjiaiilxatioiis,  nor  shall  members  of  oTKaniiatioiu  ifii- 
criminalc  aKainit    non-members   or   ii»e   wbcr   methods   than    bwfnl 

Krsuasion  to  secure  tlieir  membership.     EspioiOKC  by  carriers  on  the 
[ilimaie  atrtiviiies  of  labi~>r  orgioiuiions  or  by  tabor  oncsfliuiioiis 
o«i  the  legitimate  ;tctivilics  of  cariivis  slu>ulcl  not  be  practised. 

7.  The  riflhl  of  employees  to  be  conitulteil  prior  to  a  decision  of 
roanasemcnt  adversely  afTcctiitg   their   wages   or  working   conditions  ^ 
^isll  be  agreed  to  by  mami^euiciit.     Tfiis  ctKhl  to  purticipaiioa  iluU  fl 
be  deemed  adci]UiiIcly  coinptird  with,  if  aiid  when  the  rci>TCScnlativc>  V 
of  a  majority  o(  the  employees  o(  each  of  the  seveiul  duses  directly 
affecled  sliall  have  conferred  with  tlw  man.itiensent, 

9.  No  employee  should  tie  discipHned  without  a  fair  hearing  by  a 
duigiuted  officer  of  llic  carrier.  Suipcnsion  in  proper  cases  pendinR 
a  hearinK,  which  shall  be  prompt,  sllati  not  be  deemed  n  violation  of 
tliii  principle.  At  a  rea.ionable  time  prior  to  the  hearinK  he  is  entitled 
to  be  apprised  of  the  precise  cliarRc  aj-^kinst  him.  He  sliall  have  re*- 
•onable  '>pp(irtrti\ily  lo  secure  the  presence  of  necenary  witnesses  and 
shall  have  the  right  tn  be  there  represented  by  a  counsel  of  hts  cbuoi- 
iflg.  If  the  judgment  shall  be  in  Ini  favor,  he  shall  be  compeniatod 
for  the  wage  loss,  if  any.  sufTered  by  him. 

9.  Proper  classification  of  cmploi-ccs  and  a  reasonable  defiiutiea 
of  the  work  to  be  done  by  each  class  for  which  just  and  reauoDttile 
viagti  are  to  he  paid  is  necessary,  bill  shall  not  anduly  impose  no- 
cconomica]  conditions  upon  the  carriers. 
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"3.  The  Labor  Board  will  promulgate  such  rules  as  it  de- 
termines just  and  reasonable  as  soon  after  July  1,  1921,  as  is 
reasonably  possible  and  will  make  them  effective  as  of  July  i, 
1921,  and  ai^Iicable  to  those  classes  of  employees  of  carriers 
parties  hereto  for  whom  rules  have  not  been  arrived  at  by 
agreement, 

"4.  The  hearings  in  this  dispute  will  necessarily  proceed  in 
order  that  the  Labor  Board  may  be  in  position  to  decide  with 
reasonable  promptness  rules  which  it  may  be  necessary  to 
promulgate  under  Section  3  above. 

"5.  Agreements  entered  into  since  March  i,  1920,  by  any 
carrier  and  representatives  of  its  employees  shall  not  be  af- 
fected by  this  decision." 

%J.     The  Skortconxittgs  of  the  Scittcmcnt 

The  first  year  following  the  termination  of  Federal  Control 

10.  RcKularity  of  hours  or  day*  daring  which  (he  employee  is  to 
serve  or  hold  hiniicH  in  rcsfiiiiMs  to  icrvc  \i  desirable. 

11.  The  pTiiicipltr  of  »«iiionly  long  applied  to  the  railroad  fervice 
is  sound  >nd  should  be  adhered  to.  Ii  should  be  so  a|ipiicd  35  oat 
to  came  undw;  imjiairmcnt  of  the  service. 

13.  The  Board  approves  the  principle  of  the  eight-bour  day,  but 
belicres  it  shouM  be  limitteJ  to  work  rr(|ii>rinji  practically  oorttiauous 
application  dtirtng  eight  boura.  For  eighi  liuurs'  pay  eicht  hours'  work 
should  be  performed  by  all  railroad  employees  except  engine  and  (rain 
service  cmplo<rees,  regulated  by  the  Adaioton  Act.  who  are  paid  gen- 
erally on  a  mileajie  basis  as  well  as  on  an  hourly  basis. 

13.  Tbc  health  and  safely  of  employees  should  be  reasonably  pro- 
tected. 

14.  The  carriers  and  the  several  crafts  and  classes  of  railroad  em- 
ployees have  a  substantial  interest  in  tlie  competency  of  apprculiccs 
or  persons  under  training.  Opportunity  to  learn  any  craft  or  occupa- 
tion shall  not  be  unduly  restricted. 

15-  The  majority  of  any  craft  or  class  of  employees  shall  have  the 
right  to  determine  what  organization  shall  represent  tnetnbers  of  such 
craft  or  class.  Such  orf^nization  shall  have  (he  riithl  to  make  an 
agreement  which  shall  apply  to  all  employees  in  such  craft  or  class. 
No  such  agreement  shall  infringe,  however,  upon  the  right  of  em- 
ploteca  net  members  of  ihe  organization  representing  tbc  majority  to 
present  grievances  either  in  pei^on  or  by  represcntaiivcs  of  their  own 
choke. 

16.  Employees  called  or  required  to  report  (or  work,  and  reporting 
but  not  tued,  should  be  piaid  reasonable  compcnution  therefor. 
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was  one  of  the  most  extraordinary  in  railroad  htstorr;  bat 
there  13  tittle  ground  for  attributing  the  vicissitudes  of  tbe 
carriers  to  the  new  legislation,  or  for  concluding  tliat  the 
Transportation  Act  is  3  fnilure.  A  single  jrear's  expcrieocc, 
under  any  circumstances,  could  scarcely  provide  an  adequiK 
U'st  of  so  far-reaching  an  enactment.  The  conditions  of  I9» 
and  the  early  months  of  192 1  were  especially  unsuited  todi»- 
elosc  the  real  possibilities  of  the  Esch-Cummins  Act. 

The  financial  difficulties  of  the  railroads,  as  we  have  already 
QOted,  were  due  to  many  causes :  for  the  first  six  months  of 
private  managcntcnt  an  inadc<)uate  rate  level  was  in  operation; 
in  addition,  targe  wage  increases  bccanw  effective  four  mondts 
before  the  rate  advances  were  made ;  the  transportation  service 
was  seriously  interrupted  hy  strikes ;  traffic  and  revenue  wcit 
abnormally  contracted  l)y  business  depression.  All  of  these 
causes  were  entirely  independent  of  jhe  new  legislation,  viewof: 
from  the  standpoint  of  its  permanent  significance.  The  deficiti 
of  the  first  six  months  (including  the  burden  of  the  wage 
creases  from  May  i,  to  September  1}  were  covered  by  the 
government  guarant>-.  which  had  been  deemed  necessary  m 
order  to  steer  the  railroads  safely  through  the  (leriod  of  tratU' 
ition.  White  the  power  of  taxation  was  thus  utilized  to  coo- 
tribute  to  transportation  revenues,  the  financial  burden  of  the 
public  as  a  whole  was  no  greater  than  it  would  have  been  jl 
sufficient  revenue  had  been  forthcoming  through  tncrcaned 
transportation  charges.  In  any  event,  llie  arrangenienls  of 
the  transitional  period  may  tie  regarded  as  an  unavoidable 
heritage  of  the  war  experience.  The  switchmen's  strikes  of 
April,  1930,  were  due  lo  unsatisfied  wage  demands  which  had 
been  pending  from  January,  JQIQ,  and  were  likewise  an  out- 
growth of  the  Federal  Control  period.  If  the  labor  machinery 
of  the  Transportation  Act  had  been  organiiced  immediately, 
these  strikes  might  have  been  a\-erted.  Xor  can  the  sharp 
decline  in  traffic  which  began  in  November,  1930,  and  rcsultcil 
in  net  operating  deficits  during  the  first  two  months  of  1931, 
justly  t>c  attributed  to  excessive  charges  made  necessary  by 
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the  rate  provisions  of  the  d«w  Ic^slation.  While  the  tariffs 
were  probably  as  high  as  the  traific  could  bear,  and  may  have 
reduced  tonnage  in  some  mea.'>urc,  the  primary  cause  of  the 
decline  must  be  sought  in  the  dt-prcs^irg  inilucnce  of  the  gen- 
eral businus  situation.  Railroad  Iniflic  and  transportation 
revenue  did  not  begin  to  faQ  ofF  seriously  until  two  months 
after  the  new  schedules  had  become  effective.  During  Sep- 
tember and  October  traffic  was  not  discouraged  by  the  advanced 
rates.  During  these  two  months  the  carriers  earned  a  net  oper- 
ating income  in  excess  of  $75,000,000  and  $86poo,ooo  respec- 
tively. In  Ociol>er  the  ton  mileage  was  the  greatest  ever  re- 
corded for  a  single  month  of  railway  operation ;  and  the  ag- 
gr^iate  ton  mileage  for  August,  Sepletnber,  and  October  was 
greater  than  for  any  similar  period  of  the  past.  The  number 
of  passengers  carried  between  September  i,  1920,  and  Janu- 
ary I,  1921,  actually  increased  over  the  corresponding  period 
of  igig  (570,149,000  as  against  493,249,259).  although  the 
number  of  passenger  miles  was  slightly  less  (15.1  billion  as 
against  15.5  billion),  resulting  in  a  smaller  percentage  increase 
in  passenger  revenue  than  in  passenger  charges.  It  appears, 
therefore,  that  the  shrinkage  in  railroad  income  at  tlic  end  of 
1920  and  early  in  1921  was  due,  for  the  most  part,  to  the 
decline  in  industrial  activity,  rather  than  to  a  failure  of  the 
Interstate  Commerce  Commission  (in  adjusting  rates  so  as  to 
yield  the  fair  return  required  by  the  Transportation  Act)  to 
give  due  consideration  to  the  probable  effect  of  the  new  rate 
level  upon  the  volume  of  traffic,  or  to  any  inherent  impossibil- 
ity of  so  doing. 

The  real  shortcomings  of  the  settlement  incorporated  in  the 
Transportation  Act  arc  more  permanent  in  character.  The 
most  important  of  them  consists  in  the  failure  to  adopt  the 
policy  of  compulsory  consolidation.  Unification  of  the  railroad 
systems  affords  the  most  effective  means  of  securing  operating 
efficiency  and  economy  of  management.  Transportation  facili- 
ties would  be  more  fully  utilized,  and  inadequacy  of  equipment 
and  congestion  of  freight  more  readily  minimized.    The  need 
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of  extensive  emergency  powers  over  "car  service"  would  be- 
come less  urgent,  and  occasions  for  their  exercise  would  arise 
less  frequently.  The  carriers  themselves,  free  from  inter- 
ference with  operating  <Ietails  by  public  authority,  would  thus 
be  enabled  to  accomplish  the  purposes  toward  which  the  emer- 
gency powers  of  the  Commission  arc  directed.  Temporary  ay- 
operative  arrangcniaits,  under  public  supervision,  are  not  as 
effective  in  improving  the  transportation  service  or  in  reduc- 
ing its  cost  as  actual  consolidation  (  for  they  constitute  remedial 
rather  than  preventive  measures),  nor  do  tliey  facilitate  the 
solution  of  the  troublesome  problem  of  the  weak  roads.  Only 
througli  the  absorption  of  the  financially  weak  roads  by  their 
stronger  rivals,  can  tl>e  tasks  of  rate  r^ulation  be  satisfaelorily 
performed  (without  imposing  an  excessive  burden  upon  the 
public  or  subjecting  some  of  the  carriers  (O  the  difficulties  aris- 
ing from  insufficient  revenue),  and  the  credit  of  the  roads  as 
a  whole  adequately  maintained.  The  device  of  providing  for 
public  disposition  of  excess  earnings  docs  not  go  to  the  root  M 
of  the  matter ;  it  is  rendered  necessary  by  the  maintenance  of 
the  system  of  multiple  corporate  ownership  of  competing  lines. 
In  a  period  of  industrial  depression  the  excess  earnings  pro- 
visions are  wholly  inoperative.  The  financial  difficulties  of 
the  stronger  raad.s  are  aecoiiipanied  by  hopeless  embarrass- 
ment for  their  weaker  competitors.  The  Interstate  Commerce 
Commission  is  now  fonnulaling  a  plan  of  consolidation  under 
the  terms  of  (he  Transportation  Act.  Unless  the  acceptance 
of  the  plan,  after  full  hearing  and  all  necessary  modificatioa, 
is  made  compulsory  upon  tlie  carriers,  the  reduction  of  tlie 
number  of  independent  railroad  corporations  and  the  achieve- 
ment of  a  reasonable  measure  of  operating  unity  are  Ukely  to 
be  king  delayed.  The  public  would  thus  be  deprived  of  the 
benefits  of  the  most  far-reaching  change  looking  to  the  per- 
manent betterment  of  the  railroad  situation. 

The  new  rate  provisions  also  require  further  elaboratioft- 
In  so  far  as  the  statutory  rule  of  rate-making  directs  tlie  Com- 
mission to  provide  such  a  "fair  return"  as  will  enable  the  car- 
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riers  to  finance  tlieir  requirements  (by  giving  due  considers* 
tion  to  the  transportation  needs  of  the  country  and  tlie  neces- 
sity of  enlarging  facilities  in  order  to  provide  adequate  trans- 
portation), it  embodies  adequately  one  of  t)ic  essential  de- 
menti of  sound  Bnancial  reflation.  But  the  question  of  "fair 
value" — the  base  upon  which  the  fair  return  is  to  be  computed 
— is  still  left  to  ultimate  judicial  determination.  There  is  no 
legislative  cntmctation  of  what  shall  constitute  the  lawful  stand- 
ard of  valuation.  In  view  of  the  approaching  completion  by 
the  Interstate  Commerce  Commission  of  its  valuation  of  rail- 
road properties,  Congress  wisely  left  this  matter,  for  the  time 
being,  to  the  di.^cretion  of  iIk  Commission,  subject,  of  course, 
to  judicial  review.  In  the  rate  advance  case  of  1920,  the  car- 
riers requested  the  acceptance  of  "book  cost."  They  con- 
tended that,  however  unreliable  book  costs  may  be  in  case  of 
specific  carriers,  the  aggregate  value  of  the  property  of  the 
carriers  in  each  group  "is  substantially  in  excess  of  the  aggre- 
gate of  the  amounts  shown  as  their  respective  book  costs." 
Since  the  Commission  had  been  directed  to  give  to  the  prop- 
erty investment  account  of  the  carriers  "only  that  considera- 
tion which  under  the  law  it  is  entitled  to  in  cstabMshing  values 
for  rate-making  purposes,"  its  decision  was  based  upon  tlie 
entire  record,  and  the  claims  of  the  carriers  were  scaled  down, 
for  the  purposes  of  the  particular  ca4e,  from  a  total  of  more 
than  $2o/3ooflOo,ooo  to  $18,900,000,000,  The  necessity  of 
granting  the  rate  advances  without  delay  prevented  the  Copi- 
mtssion  from  undertaking  any  elaborate  investigation  of  the 
relationship  between  book  cost  and  "fair  value,"  and  the  real 
basis  of  the  Conmiission's  determination  was  not  disclosed.  No 
advance  was  made,  therefore,  in  the  development  of  the  "fair 
value"  concept.  But  the  value  of  the  railroad  properties  must 
be  definitively  established.  Whatever  standard  may  be  accepted 
as  to  the  past,  subsequent  additions  to  this  valuation  should 
reflect  only  actual  investment,  honestly  and  prudently  made. 
When  the  Commission's  valuation  is  completed,  an  OF^rtunity 
will  be  available  for  some  such  definition  of  "fair  value." 
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Unless  the  Transportation  Act  b  amended  tn  this  way,  the 
turn  to  which  the  carriers  arc  entitled  (in  the  form  of  rev* 
that  may  be  applied  as  interest  and  dividends  on  their  sec 
ties)  will  remain  uncertain,  and  the  extent  of  the  financta 
burden  which  may  be  imposed  upon  the  public  will  continue^ 
to  vary  with  the  elasticity  of  the  value  base,  as  influenced  I 
the  development  of  the  cost  of  reproduction  method.     It 
desirable  that  the  "fair  return"  should  be  responsive  to  thel 
changing  status  of  railroad  credit  and  of  the  money  marketn] 
and  should  provide  recognition  for  exceptional  skill  and  effi- 
ciency.   Hence  the  rate  of  return  should  be  flexible.    But  th»J 
acceptance  of  appreciation  of  railroad  "values"  independently! 
of  capital  investment  or  of  operating  efticieacy,  ts  not  neces* 
sary  to  protea  the  legitimate  claims  of  the  owners  of  railroad] 
securities,  and  infringes  upon  the  equities  of  the  public  in  thej 
railroad  industry.    If  public  policy  as  to  profit  limitation  is  u| 
be  determined  by  legislative  authority,  then  the  standard  of' 
"fair  value"  must  be  explicitly  defined ;  and  if  ihc  financial 
return  of  the  carriers  is  to  be  limited  to  such  amount  only  at  i 
will  support  railroad  credit,  then  actual  investment,  honestlv] 
and  prudently  made,  must  be  accepted,  at  least  for  the  future  : 
as  the  standard  of  such  "fair  value." 

Finally,  further  expansion  of  the  machinery  of  regulation  i 
is  necessary.    The  increase  of  the  membership  of  the  Inters' 
state   CommcTce  Commission   from  nine  to  eleven   does  not 
provide  sufficient  relief  even  from  the  mere  mass  of  respon- 
sibilities with  which  it  is  charged.    With  the  extension  of  fed- 
eral authority  (rendering  it  practically  exclusive)  to  scnirity 
issues,  consolidations,  and  service,  the  continuous  tasbs  of  die  i 
Commission  are  so  numerous  and  diverse  that  it  is  virtually  I 
impossible  for  it  to  perform  them  promptly  and  cffeclively- 
But  there  is  also  a  functional  need  of  supplementary  machinery 
While  primary  authority  in  railroad  regulation  must  be  cen- 
tralited  in  the  national  goremment,  there  is  danger  of  unrea- 
sonable standardization  of  practice  and  undue  neglect  of  local 
needs.    Moreo%-er,  the  existence  of  state  commissions  neoessi- 
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teg  the  development  of  practical  means  of  cooperation  be- 
ccn  them  and  the  Interstate  Commerce  Commission,  if  the 
fforts  of  the  federal  agency  .ire  not  to  be  constantly  hampered 
r  completely  thwarted.     The  difficulties  encountered  in  Be- 
ring the  acceptance  of  the  rate  advances  of  1Q20  in  connec* 
n  with  intrastate  traffic  provide  concrete  ilhistration  of  the 
ature  of  the  problem.    In  like  manner,  the  issues  raised  in  the 
ispute  over  the  abrogation  of  the  national  agreements  as  to 
orking  conditions  disclo«e  the  diuracter  of  tite  conflict  be- 
cen  national  and  local  needs  tn  the  unfolding  of  the  regu- 
tive  process.     The  creation  of  regional  commissions,  com; 
sed  of  representatives  from  the  states  affected  by  their 
iurisdiction.  and  ading  a$  supervisory  bodies  of  first  instance 
sidiordinatton   to   the   Interstate   Commerce   Commission, 
ould  provide  machiner>'  of  cooperation  between  the  nation 
d  the  states,  and  would  facilitate  the  difficult  adjustment 
Iween  the  common  needs  of  the  transportation  system  as  a 
hole  and  the  special  demands  of  particular  sections  of  the 
:mtry.    Both  rate  control  and  the  supervision  of  labor  rela* 
ionships  would  be  rendered  more  effective  through  the  assis- 
tance of  such  ri^onal  commi-isions.    Governmental  authority 
would  still  be  delimited  on  a  functional  rather  than  on  a  terri- 
rial  basis,  but  the  regional  commissions  could  serve  as  in- 
rmediaries  between  the  federal  tribunal  and  the  local  agen- 


%;.    The  Conrtnulnv  Features  of  the  Adjustment 

In  spite  of  these  shortcomings,  however,  it  must  be  recog- 
nized that  Ihc  Transportation  Act  ha.<t  made  notable  advances 
in  the  system  of  railroad  regulation.    Many  of  its  important 
iprovtsions  justify  the  character! zaiion  that  it  is  "radically  con- 
ructivc,"    The  description  of  its  chief  stipulations,  presented 
the  preceding  chapter,  indicates,  in  the  light  of  the  traditional 
iblic  approach  toward  the  adjustment  of  railroad  relation- 
ihtps  and  our  previous  discussion  of  the  essentials  of  recon- 
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stnictivc  policy,  the  changed  spirit  in  which  the  American  rail- 
road problem  was  conceived  by  ihe  framers  o(  Ihe  new  legis- 
lation.   It  witt  be  stifiictcnt,  therefore,  tncrdy  to  direct  alten 
tion  to  the  more  significant  fe;itures  cl  the  adjustment. 

I'irst,  and  motit  important,  the  Transporlatioti  Act  ]^ce9 
a  new  emphasis  upon  railroad  service.  The  negative  purpose 
of  protecting  tlic  ship]>er  against  nliu$c  through  the  prevaitiotl 
of  unreasonable  and  discriminatory  charges  has  been  trans- 
formed into  a  positive  effort  to  provide  adequate  service  and 
facilities.  Tltis  change  of  attitude  is  manifest  in  the  statutory 
rale  of  rate-making,  whereby  the  Interstate  Commerce  Com- 
mission is  directed,  in  adjusting  railroad  charges,  to  provide 
a  fair  return  to  the  carriers,  giving  dtw  consideration  to  the 
l^an^portatiyn  nc«d»  of  the  countrj-  and  to  (he  necessity  of 
cnlar^ng  facilities  in  order  to  pfxnide  adcqttatc  service. 
Through  the  supjxirt  of  railroad  credit,  extensions  and  im- 
provcnients  will  \)C  rentlcrcd  financially  feasible,  and  the  neces- 
sary basis  established  for  a  progressive  transportation  service- 
But  there  are  also  numerous  provisions  designed  to  encourage, 
and  compel,  if  neces.«ary,  more  etlicient  utilizaltoti  of  existing 
plant  and  equipment.  The  legalization  of  pooling,  and  of  the 
control  of  one  carrier  by  another,  under  the  supervision  of 
the  Commission,  removes  the  restrictions  against  cooperative 
arrangements.  The  provisions  concerning  consolidation, 
though  voluntary  in  character,  constitute  a  clear  departure 
from  the  traditional  policy  of  enforced  competition.  At 
preliminary  steps  are  taken  toward  the  ultimate  merger  of 
railway  lines  into  a  limited  number  of  tran-sportation  systems. 
The  need  of  operating  unity  is  clearly  recognized-  TTic  Com- 
mission's authority  over  extensions  and  abandonments  will 
further  assist  in  the  development  of  a  service  responsive  to 
public  needs.  Its  new  powers  over  "car  service" — including 
the  right  to  order  the  acquisition  of  equipment — and  its  au- 
thority to  require  tlie  joint  ttsc  of  terminal  facilities  attadc 
the  question  of  railroad  service  (hroiigh  methods  short  of 
formal  unification.     Finally,  the  emergency  powers  of  the 
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Commi&sion — to  suspend  existing  regubtions,  prescribe  co- 
operative arrangements  in  the  use  of  facilities,  ddcrtninc  traf- 
fic priorities,  control  routing,  and  distribute  sliipments — many 
of  wliidi  were  used  with  success  to  relieve  the  traffic  conges- 
tion resulting  from  the  switchmen's  strikes  in  April,  1920,  are 
as  extensive  as  they  are  revnltilioiiary  (under  peace  condi- 
tions), and  disclose  very  strikingly  the  new  responsibilities 
assumed  by  the  public  authorities  for  the  satisfactory  func- 
tioning of  the  industry. 

The  financial  provisions  of  the  act  undertake  to  safeguard 
constructively  both  the  rights  of  the  carriers  and  the  interests 
of  the  public:  to  rehabilitate  railroad  credit,  without  imposing 
an  unneccssar)'  burden  upon  the:  public.  As  a  basis  for  the 
limitation  of  financial  return,  security  issues  and  capital  ex- 
penditures are  made  subject  to  exclusive  federal  rcRulation. 
The  necessity  of  supporting  railroad  credit  through  provision 
of  adequate  transportation  revenue  is  then  accorded  explicit 
recognition.  The  powers  of  the  Commission  arc  not  confined 
to  the  prevention  of  monopolistic  gain  through  the  maintenance 
of  reasonable  rates  (the  rights  of  the  carriers  to  be  safeguarded 
exclusively  through  judicial  protection  against  confiscation). 
The  Commission  is  directed  so  to  adjust  transportation  charges 
as  to  provide  a  fair  return  on  the  value  of  the  railroad  prop- 
erties, aiKl  in  so  doing  to  take  into  account  the  needs  of  the 
transportation  service.  This  authority  appears  to  have  been 
freed  from  interference  by  the  states,  federal  power  over 
rates  being  dominant  even  in  the  absence  of  discrimination  in 
the  narrower  sense.  The  Commission  is  thus  charged  with  a 
positive  responsibility  toward  the  carriers.  It  becomes  its  ex- 
press duty  to  relinquish  the  so-called  "restrictive  rate  policy" 
of  the  past.  There  is  no  actual  "guaranty"  of  a  fair  return, 
however,  since  there  is  no  obligation  on  the  part  of  the  Govern- 
meni  to  pay  out  of  the  public  treasury  any  discrepancy  which 
may  arise  between  what  constitutes  a  fair  return  and  the  sums 
realized  througli  transportation  revenue.  Moreover,  the  fair 
im  to  be  provided  through  the  adjustment  of  railroad  rates 


456      THE  AMERICAN  RAILROAD  PROBLEM 

ii  not  ai>plicable  to  any  specific  carrier,  but  to  the  railroads  as 
a  whole,  or  in  rate  groups.    Hence  excess  earnings  are  bound 
to  be  realized  by  the  stronger  roads.    White  the  provisioits  i 
for  the  disposition  of  Ihcse  excess  earnings  were  primarily 
intended  to  solve  the  .itrong  and  weak  road  problem — so  that 
uniform  rates  may  be  prescribed  for  competing  lines  of  vary- 
ing financial  condition — they  involve  3  striking  limitation  upon 
llie  private  rights  of  the  carriers.     Only  one-half  of  these! 
excess  earnings  may  be  retained  by  the  roads  (even  this  amotmtj 
must  be  placed  in  a  reserve  fund  and  utilized  only  for  specified 
purposes) ;  the  other  half  must  be  paid  lo  the  Government,  toj 
be  utilized  for  the  support  of  the  transportation  service  as  aj 
whole.    Tlierc  is,  in  these  provisions,  a  clear  recognition  of  the  l 
unity  of  the  railroad  sen-ice,  and  of  the  pubhc  character  of, 
the  transportation  function.    Multiple  corporate  ownership  is] 
continued,  but  without  exclusive  corporate  control  of  the  f  ruiu 
of  operation.    A  more  liberal  rate  policy  is  contemplated,  but: 
its  chief  end  is  to  strengthen  the  credit  of  the  carriers  as  a ' 
whole,  rather  than  to  enhance  the  income  of  partinitar  road.s. 
Private  rights  arc  extended  only  in  so  far  as  deemed  necessary , 
for  the  promotion  of  the  public  interest. 

Although  the  bhor  provisions  of  the  Transportation  Act 
provide  only  for  the  voluntary  submission  of  disputes  to  gov- 
ernmental authority,  and  rely  excluMvcly  upon  public  opinion 
for  the  enforcement  of  such  decisions  as  may  be  rendered,  they 
conslttiite  a  significant  advance  upon  the  pre-war   situation. 
The  very  fact  of  the  existence  of  a  permanent  and  informed 
body  like  the  Railroad  I^bor  Board  will  minimise  the  danger 
of  disrupted  service  through  open  conflict.    In  failing  lo  pro- 
vide  for  labor  representation  on  the  directorates  of  the  car-  ■ 
ricrs.  and  thereby  printing  to  railroad  employees  a  measure  of 
participation  in  industrial  control,  the  rew  legislation  neglected  j 
an  adjustment  that  might  have  served  to  avert  many  contro-  ■ 
versies  which  arise  out  of  mere  misunderstanding.    Its  failure, 
furthermore,  to  make  the  establishment  of  local  adjustment 
boards  compulsory  (with  power  of  appeal  to  the  Labor  Bo 
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has  burdened  the  national  body  unduly,  and  has  created  a 
tendency  to  unreasonable  stands rdi»I ion.  But  the  Board  has 
made  a  very  promising  beginning.  The  far-reaching  disputes  as 
to  wage  schedules  and  the  continuance  of  the  national  agree- 
ments were  disposed  of  with  courage,  intelligence,  and  a  keen 
appreciation  of  the  paramount  public  interest  in  all  important 
labor  controversies.  Machinery  is  now  available  for  the  ad< 
ministration  of  justice  in  labor  relationships.  Moreover,  a 
code  is  being  gradually  developed  for  the  definition  of  the  basic 
rights  of  labor.  The  "relevant  consideralions"  enacted  by  Con- 
gress for  the  guidance  of  the  Labor  Board  in  the  adjustment 
of  w^es.  togelhcr  with  the  "principles"  fct  forth  by  the  Board 
itself  for  the  guidance  of  the  roads  and  the  hbor  organizations 
in  the  formulation  of  new  working  rules,  provide  a  helpful 
fotindation  for  the  de\Tlopmeiit  of  equitable  wage  scales  and 
conditions  of  empIo>-nicnt-  With  reasonable  recognition  by 
both  parties  of  the  public  status  of  the  transportation  industry, 
and  with  the  exercise  of  due  restraint  by  the  managements  and 
the  ttten,  there  need  be  no  serious  obstacles  to  the  settlement 
of  railroad  labor  disputes. 


5^.    The  Cruciot  Test  of  thf  Regulolive  Method 

It  is  generally  agreed  that  private  ownership  and  operation 
is  now  being  subjected  to  final  trial.  In  spite  of  the  strong 
American  sentiment  against  collective  economic  enterprise,  it 
is  becoming  the  consensus  of  opinion  that,  unless  the  carriers, 
after  a  reasonable  opportunity,  prove  themselves  capable  of 
providing  an  adequate  transportation  service,  the  railroad  sys- 
tems are  bound  to  be  nationalized.  It  is  not  surprising  that 
such  vieivs  are  held  by  those  who  are  naturally  favorable  to 
public  ownership;  but  the  same  conclusion  is  rapidly  being 
accepted  by  railroad  owners  and  executives,  as  well  as  by  the 
critics  of  private  management. 

This  tendency  is  very  signiltcant.  It  discloses  a  practical 
recognition,  quite  unconscious  in  many  quarters,  that  the  con- 
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stanily  recurring  difficulties  of  th«  railroad  situation  may  be 
due.  basically,  to  the  aiiumalous  policy  of  permittii^  the  puUk 
highways  to  serve  as  a  source  of  private  gain.  In  other  words, 
the  experience  of  abnost  a  century  in  the  adjustment  of  rail- 
road rclatiufiships  is  coming  to  create  a  conviction  that  private 
ownership  may  be  csscniiatly  inconsistent  with  the  satisfactory 
performance  of  the  transportation  function.  The  established 
dogmas  of  the  natural  5ii)>eriorily  of  private  initiative,  and  of 
the  inherent  inefficiency  of  public  effort,  in  industrial  undertak- 
ings, are  rapidly  yielding  to  the  pressure  of  actual  conditions. 
While  the  railroad  imfiasse  of  1921,  in  spite  of  the  earnest 
efforts  of  the  Government  to  adopt  a  liberal  rate  policy  and 
to  re-establish  the  credit  of  the  carriers,  was  due  in  large 
measure  to  the  temporary  influence  of  the  nation-wide  indus- 
trial depression,  the  intelligent  observer  is  being  increasingly 
confronted  with  (he  query  as  to  whether  the  pro[x;r  mainte- 
nance of  the  transportation  system  is  not  fundamentally  a 
national  concern,  the  fniits  of  which  ought  to  be  enjoyed,  and 
(he  difficulties  of  which  ought  to  be  bomc,  entirely  and  directly 
by  die  American  people.  1'he  question  of  solving  the  railroad 
problem  satisfactorily  is  assuming  the  guise  of  a  challenge  to 
.American  democracy;  and  those  who  persist  in  retaining  their 
faith  in  the  efficacy  of  American  instilutions  are  loath  to  admit 
that  our  people  are  incapable  of  undertaking  and  administering 
effectively  such  a  great  public  enterprise  as  would  be  involved 
in  the  nationalization  of  the  railroads. 

The  provision  of  an  adequate  transportation  machine,  tinder 
a  system  of  private  ownership  and  operation,  involves  a  very 
difficult  adjustment  between  private  rights  and  public  interests, 
Railroad  plant  and  equipment  and  administration  must  under- 
go constant  development,  »o  that  operating  technique  may  be 
progressively  advanced,  and  ample  facilities  provided  for  the 
growing  need»  of  the  country.  This  involves  the  provision  of 
such  a  flow  of  transportation  income  as  will  yield  sufficient 
revenue  to  siq^port  railroad  credit,  without  imposing  an  undue 
financial  burden  upon  the  public;  and  such  supervision  of  the 
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^Kipcrating  activities  of  tiie  carriers  as  wilt  encourage  cfBcicncy, 

^without  undue  intCTference  with  the  details  of  management. 

^^Iiese  results  cannot  be  accomplished  without  an  extensive  sys- 
tem of  public  regulation.    Opcraling  unity  must  be  stimulated, 

^hbe  acquisition  of  necessary  facilities  ordered,  and  service 
standards  enforced;  !he  relativity  of  rates  must  be  fixed,  and 
joint  charges  apportioned ;  accounting  systems  must  be  pre- 
scribed, security  issues  controlled,  property  valuations  de- 
termined, and  financial  returns  limited;  wages  mui.1  be  ad- 
justed, hours  of  employment  prescribed,  working  conditions 
fonnulated,  and  labor  controversies  composed.  A  long  ex- 
perience has  demonstrated  that  unless  these  regulative  func- 
tions arc  effectively  exercised,  the  public  interest  is  seriously 
jeopardiMd ;  thi$  realization  accounts  for  the  intensive  develop- 
ment of  government  regulation.  Inadequate  regulation  would 
constitute  the  primary  basis  of  the  need  of  railroad  nationaliza- 
tion. But  with  every  approach  toward  effective  public  control, 
there  is  progressive  encroachment  upon  the  independence  of 
the  owners  and  managers  of  the  railroads,  and  a  corresponding 
destruction  of  the  incentives  to  private  initiative.  Financial 
jiatton  may  become  so  strict  as  to  remove  all  attraction  for 
the  railroad  field  from  investors ;  and  operating  supervision 
may  become  so  extensive  as  to  render  railroad  executives 
powerless  to  exercise  constructive  enterprise.  Under  such  cir- 
cumstances, tlic  demand  for  nationalization  may  be  pressed  as 
vigorously  by  the  natural  supporters  of  private  management  as 
by  the  foes  of  our  tra<litional  system.  Insistence  upon  the 
continuance  of  private  ownership  and  operation,  in  face  of 
such  conditions,  would  hut  constitute  a  stubborn  stand  for  the 

I  principle  of  private  enterprise  in  the  abstract,  regardless  of 
he  realities  of  the  railroad  situation. 
There  is  much  reason  to  bdicvc  that  the  American  railroad 
|)FohIem  is  approaching  some  such  status.    Both  the  railroads 
and  the  people  arc  finding  existing  adjustments  unsatisfactory. 
H^n  spite  of  the  thousaiHls  of  idle  cars  and  the  immense  sur- 
^^lus  of  earrymg  capacity  accompanying  the  industrial  depres- 
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sion  of  1920  and  1921,  it  is  generally  rccof^izcd  that  railroad 
plant  and  equipment  are  insufficiently  developed  for  the  traffic 
burden  normally  impoted  upon  them.  In  spite  of  the  ex- 
tremely liigh  level  of  prevailing  transportation  charges,  the 
roads  arc  unable  to  maintain  the  stability  of  their  securities 
or  lite  flow  of  new  capital,  and  in  some  instances  are  even  in- 
capable  of  meeting  their  fixed  financial  obligations.  In  spite 
of  increasing  efforts  in  recent  years  to  improve  the  conditions 
of  the  railroad  employees,  cooperalive  relationship  between  the 
managcmcnt<i  and  the  men  h  at  a  very  low  elA}.  These  malad- 
justments are  clearly  inimical  to  the  general  welfare.  At  the 
same  time  the  scheme  of  puhlic  regulation  has  become  so  ex- 
tended as  to  (ouch  very  intimately  many  of  th«  distinctive 
tasks  of  management.  The  Government  is  now  clothed  with 
authority,  in  cafne  of  necessity,  to  order  tlie  utilization  of  rail- 
road plant,  equipment,  and  facilities,  irrespective  of  ownership, 
in  tile  interest  of  common  transportation  needs;  to  control 
traffic  and  re-route  shipments  in  order  to  prevent  congestion; 
to  supervise  building  programs,  to  arrange  consolidations,  and 
to  regulate  security  issues  and  capital  expenditures;  to  restrict 
transportation  revenue  to  a  reasonable  return,  and  to  recapture 
port  of  all  excess  earning  for  tite  public  benefit;  to  adjuS 
contfovcrsties  as  to  wages,  liours,  and  working  conditions,  and 
thereby  virtually  to  prescribe  a  predominating  clement  of  (he 
operating  expenses  of  the  carriers. 

It  is  very  questionable,  therefore,  whether  relief  can  be 
expected  (lirough  furtJicr  extension  of  the  scope  of  reguladoa 
The  continuance  of  private  ownership  must  be  accompanied  by 
&  reasonable  degree  of  independence  ui  management.  Pri- 
mary responsibility  for  operating  efficiency  must  be  centered 
cither  in  the  Government  or  in  the  railroads.  The  tendency  of 
recent  developments  has  been  to  deny  the  public  the  full  ad- 
vantage of  either  vigorous  private  enterprise  or  responsible 
public  effort.  Paradoxical  as  it  may  seem,  therefore,  the  per- 
tnanence  of  the  existing  adjustment  may  depend  very  largely 
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the  absence  of  necessity  for  utilizing  the  more  stringent 
provisions  of  the  Transportation  Act. 

If  the  carriers,  for  example,  will  voluntarily  subordinate 
their  private  riglits  in  railroad  plant  and  cquipnicnt  to  general 
transportation  needs,  the  danger  of  congeslion,  as  business  ex- 
pands, will  tend  to  be  eliminated;  but  if  the  Interstate  Com- 
Rieree  Commission,  because  of  traffic  emergency,  is  repeatedly 
compelled  to  resort  to  its  extraordinary  powers  over  service 
and  facilities,  the  managerial  independence  of  the  roads  will 
be  seriously  undermined.  And  unless  the  railroads  accept  the 
plan  of  consolidation  now  being  formulated  by  the  Commis* 
sion,  it  will  doubtless  be  deemed  essential  to  render  the  ex- 
tensive emergency  powers  over  traffic  and  "car  service"  con- 
tinuously applicable,  in  order  to  secure  the  benefits  of  informal 
operating  unity.  Such  developments  must  ultimately  bring 
public  ownership.  Similarly,  unless  the  traditional  public  con- 
fidence in  the  efficiency  of  private  enterprise  is  clearly  justified 
by  the  carriers  (through  such  reorganization  of  administrative 
control,  operating  practice,  methods  of  property  maintenance, 
purchasing  policies,  fuel  utilization,  etc.,  as  will  result  in  .sub- 
stantial economies  of  management),  the  rate  features  of  the 
new  law  may  fail  either  to  protect  the  public  against  exorbitant 
charges  or  to  support  the  credit  of  the  roads  against  inadequate 
revenues.  Under  conditions  of  inefficiency,  even  a  ''restrictive'" 
rate  policy  may  be  too  liberal ;  and  a  "liberal"  rate  policy  may 
prove  futile.  Private  management  will  neither  desire,  nor  find 
it  possible,  to  continue,  in  face  of  serious  financial  embarrass- 
icnt  In  like  manner,  unless  tlie  railroads  and  their  employees 
Dw  themselves  capable  of  settling  most  of  their  differences 
through  private  cnnfercnce,  the  powers  of  the  Railroad  Labor 
Board  will  be  found  insufficient  to  cope  with  constantly  recur- 
ring emergencies,  and  the  authority  of  this  agency  of  vohintary 
conciliation  will,  in  the  public  interest,  have  to  be  made  manda- 
tor)-. But  the  imjKisitiun  of  compulsory  adjustments  of  labor 
relationships — because  such  adjustments  would  involve  public 
dictation  of  managerial  policy  and  governmental  denial  of 
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labor's  "rights"— would  tend  to  bring  the  railroads  another 
step  nearer  lo  nalionalization. 

The  mere  expansion  of  regulatory  principles,  tlicrefore,  and 
the  mere  development  of  administrative  machineiy,  cannot 
be  relied  upon  to  solve  the  American  railroad  problem.  Only 
a  sincere  recognition  of  the  public  character  of  the  railroad 
industry  by  the  railroads  and  ilietr  employees,  and  an  intelli- 
gent perception  by  the  Government  of  the  necessity  of  con- 
serving the  incentives  to  efficiency  and  removing  the  obstacles 
to  initiative,  can  save  our  system  of  private  ownership  and 
operation.  The  carriers  must  demonstrate  in  practice  that  the; 
are  consciously  performing  a  public  function.  This  means 
that  they  must  willingly  submit  to  a  hmitatton  of  ftnancial  re- 
turn, and  recognize  their  trusteeship  of  excess  earnings ;  that 
they  must  withdraw  such  opposition  to  cooperative  arrange- 
ments as  is  grounded  merely  in  their  individual  interests;  thai 
they  must  realize  their  public  responsibility  in  the  matter  of 
operating  efficiency;  that  they  must  subordinate  their  private 
claims  to  the  genera!  interest  m  the  adjustment  of  labor  rela- 
tionship*. Similarly,  the  transportation  workers  must  definitely 
accept  the  necessity  of  curtailing  their  absolute  freedom  of 
action  in  the  railroad  industry-.  Railroad  labor,  as  well  as  rail- 
road capital,  because  of  the  public  purposes  to  which  it  is  de- 
voted, must  submit  to  limitations  which  may  be  unnecessary  in 
ordinary  private  enterprise.  In  the  long  run,  the  railroad  em- 
ployees, however  strong  their  organizations,  will  not  further 
their  ends  by  subjecting  the  common  welfare  to  the  mercy  of  fl 
their  power  to  interrupt  the  transportation  service.  Unless 
they  assume  responsibilit)'  to  the  public,  thej-  will  forfeit  the 
good-will  and  support  of  the  public.  Finally,  due  restraint 
being  exercined  by  the  carriers  and  their  employees,  there  mu« 
come  a  dear  recognition  by  the  people  and  their  political  rep-  ^ 
Ksentatives  that  private  ownership  cannot  be  maintained  unless  ■ 
railroad  investment  is  adequately  protected  against  confisca- 
tion, and  sufficient  transportation  revenue  is  made  available  to 
attract  new  capital  for  necessary  extensions  and  improvements; 
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and  that  private  operation  cannot  be  made  to  yield  the  fruits 
of  constructive  initiative  and  vigorous  administration  unless 
public  interference  with  the  tasks  of  management  is  reduced 
to  a  minimuin. 

The  r^ulative  method,  as  well  as  corporate  ownership  and 
private  operatioo,  is  now  undeigoing  its  crucial  test 
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